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Two problems confront the accounting profession to-day— 
legal recognition and professional education. If accountancy is 
to be developed into a profession comparable with law and medi- 
cine, it must receive universal recognition at the hands of the 
State, and this recognition is being rapidly accorded it. It will 
not be many years, if present developments indicate the future, 
before every State in the Union will have passed a certified public 
accountant law. The problem of education, however, is still un- 
‘solved ; in fact but little has as yet been done toward its solution, 
and professional education in the field of accountancy does not 
exist as yet outside of perhaps two of the larger universities. 

This situation, while unfortunate, is not hard to explain. 
Until recent years the accountant has not been considered as 
more than a master bookkeeper. Most of the native born ac- 


countants in the United States who have reached middle life have- 


graduated from the ranks of the bookkeeper. Demonstrating the 
possession of unusual abilities to understand the intricacies of 
accounts, they have been called into consultation in unraveling 
complicated accounting situations, and have gradually built up 
a practice, acquiring a clientele whom they serve in various ca- 
pacities. Until recent years all that was required for the educa- 
tion of an accountant was a thorough knowledge of bookkeeping, 
supplemented by a diversified experience in the handling of dif- 
ferent forms of accounts. Accountancy, however, is more than 
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sublimated bookkeeping, and the accountant should be far more 
than a master bookkeeper. If the accountant is to be simply a 
man of figures, expert in practical calculations, adept in finding 
mistakes in trial balances, and similar routine matters, and in 
detecting an erring cashier or bookkeeper, he will occupy a re- 
spected and useful position in the community, but he cannot claim 
for himself the rank of a professional man. A profession has 
been well defined as a calling which demands of its members a 
high order of intellectual attainment which can be acquired only 
by long and arduous preliminary training. The accounting func- 
tions I have described, it is hardly necessary to point out, do not 
demand the exercise of an unusual order of ability. If the ac- 
countant’s work, therefore, is to be confined strictly to the con- 
struction and auditing of accounts, his calling can never rise to 
the dignity of a profession. 

Accountancy, however, is not bounded by the narrow limits 
which I have indicated. It is true that the views of many account- 
ants do not exceed these limitations, but the possibilities of ac- 
countancy, which to some degree are already being realized, 
greatly transcend the restricted functions just indicated. The 
public accountant should be more than a mere manipulator of 
figures, a sort of half-way detective, an assistant to the lawyer 
and public prosecutor. If he rises to the opportunities that lie 
_all about him he must be a man of affairs and an expert business 
adviser. It has been well said that accounts are the language 
in which business is written, and since the accountant is the 
professional man qualified to read this language he is the one 
who can best understand and interpret the meaning of the state- 
ments which he formulates. The accountant touches business 
life on every side. The experience of an active accounting prac- 
titioner is most valuable to any business man. Business adminis- 
trators must more and more lean upon the accountant for sup- 
port; through his general knowledge of business methods and 
requirements, as well as his more intimate knowledge of the af- 
fairs of his clients, he is brought into the closest relations with 
them in the capacity of counsellor and adviser. The business man 
must not only look to his accountant for information as to the 
state of his affairs as revealed by the accounts (and here again 
the proper interpretation of accounts is a work for which many 
accountants have not yet qualified themselves), but he must look 
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to the accountant also for advice in matters of policy and admin- 
istration, and in such cases it is upon the accountant’s judgment 
that the successful conduct of the business man’s affairs must 
largely depend. 

Figures are in themselves of little value. Correctly arranged 
and properly interpreted, however, the accounts of a business 
organization furnish a basis for knowledge which is indispensable 
in the successful conduct of any enterprise. Accountancy is, or 
soon will be, pre-eminently the profession of business advice, 
and the accountant, if he rises to his professional responsibilities, 
must be a man who is thoroughly conversant with the principles 
underlying the conduct of successful business enterprises, and 
who has accumulated a large fund of information in matters of 
business policy. 


Let us summarize the necessary equipment of the accountant. 
He must first be thoroughly grounded in the theory and practice 
of bookkeeping. This knowledge we must assume he already 
possesses. He must also understand something of the technical 
processes of the leading industries. It is difficult to conceive how 
an accountant who is ignorant of the processes of the steel in- 
dustry, for example, can be of much service in installing a system 
of cost accounts for a steel manufacturing company, or in audit- 
ing a set of books of such a business. The accountant should 
also be familiar with the customs and business methods of the 
agencies which distribute the products of the manufacturers to 
the consumer. He must understand the organization and man- 
agement of the banking business; the principles and practice of 
credit, and the methods of foreign exchange. He should have not 
merely a fair acquaintance with the law of contracts, but should 
understand the laws governing the settlements of estates, cor- 
poration law, the law of real property, and the law of evidence. 
The accountant must also be familiar with the principles of 
finance; he must understand how corporations are organized and 
managed, and he must be able to glean from their accounts and 
records an accurate conception of the results of their policy. 
Finally, although perhaps it is least recognized, the accountant 
should possess a considerable amount of mathematical knowledge, 
and he should be thoroughly trained in the use of the English 
language. Such an equipment as here outlined is that of a pro- 
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fessional man. It is comparable to the training which the pro- 
fessions of law, medicine and engineering exact of those who enter 
these fields. It is a training which would entitle a man who 
possessed it, no matter where it may have been acquired, to the 
respect and confidence of the business community. Supplemented 
by the diversified experience which every accountant’s office 
should offer, this training would build up a body of professional 
men fully equal, if indeed not superior, in efficiency to the prod- 
ucts of the law and medicine schools. 

The schools of law and medicine require a thorough prelim- 
inary education, evidenced by high school diplomas and in some 
cases by a college degree, and their curricula embrace three or 
four years of arduous study, marked by long and stringent ex- 
aminations which weed out the incompetent at frequent intervals. 
To an increasing extent these schools are becoming post gradu- 
ate schools. Their students come from the graduating classes 
of the colleges. The average age of the freshmen class in any 
first-rate eastern professional school will be found to be from 
three to four years greater than the age of college freshmen. To 
this thorough and searching preliminary training, several years 
of experience is usually added in the shops, hospitals or law 
offices before the young professional man considers himself quali- 
fied for practice. In all our professional schools the labor of 
_ preparation is raising the standard of efficiency, and with the 
increase of efficiency comes a corresponding growth of public 
appreciation and opportunity. 

What has the accounting profession in the United States done 
to realize a similar ideal of professional training? We regard our 
calling as a profession. We claim that its successful practice 
demands the possession of special knowledge, and the entire time 
and attention of the accountant. We have in seven States, 
erected standards of proficiency in law, and have attempted to 
enforce them on students by examinations. We have hedged 
ourselves about with barriers of preliminary experience require- 
ments, and have done something toward establishing a code of 
professional ethics. For this reason the certified public account- 
ant of the United States regards himself as a professional man, 
but when accountancy is considered in the broad way which has 
just been suggested and which must eventually be accepted as 
offering a correct conception of its scope and usefulness, how 
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meager is his training, and how inadequate the preparation de- 
manded of those who enter the profession ! 


How does our profession compare with the three professions 
just mentioned? The comparison is not one under which ac- 
countants can fold their hands in self-complacency. Any reader 
of this article can call to mind a dozen large and well equipped 
schools for the study of law, medicine and engineering, but 
there are only two universities in the United States equipped 
to give the proper training for the profession of accountancy. 
The universities cannot be blamed for their attitude of indiffer- 
ence toward the profession. Where accounting receives legal 
recognition entrance is by examination, and the nature of the 
examination is not such as to require training developed along 
broad lines of instruction. Indeed, it is only within the last 
ten years that any attempt has been made in the United States 
to require examinations of public accountants. Prior to 1896 
no regular requirements were enforced in this country. Since 
that time, it is true, the enactment in several States of the certified 
public accountant laws has established a standard which must be 
attained by those desiring to practice under these laws. The 
public accountants of America have, however, devoted far more 
attention to the problem of securing legislation than they have to 
the training of candidates. The profession has been struggling 
for a foothold, and until it obtained a little elbow room it could 
hardly be expected that much attention would be given the 
broader problems affecting its permanent welfare. 

A manifest difficulty in most, if not all, certified public ac- 
countant legislation thus far enacted, lies in the fact that the edu- 
cational qualifications are not sufficiently defined, and as already 
stated, they nowhere reach a high professional standard. These 
certified public accountant laws are of two kinds—those in which 
the board of examiners are appointed and the certificates issued 
by a state university, such as in New York and in Illinois, and 
those in which the board are appointed and certificates issued 
by the governor of the state. 

In the former class of laws some authority, either expressed 
or implied, is conferred upon the university to make rules gov- 
erning the examinations, and in at least one instance some at- 
tempt has been made to set up requirements in respect to pre- 
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liminary education. Even in this case the situation still leaves 
room for improvement. Boards of examiners appointed by the 
governor find it much more difficult to deal with these problems 
of preliminary training, and although they have more excuse, 
because of lack of authority and other reasons, for neglecting 
it than have the universities, it must be admitted that they have 
done little or nothing to remove the defect which is so glaringly 
apparent. 


Although the laws enacted in several states are not uniform 
in respect to the preliminary education required, they have all 
followed the lead of New York and established four subjects as 
the basis of examination for certified public accountants’ certifi- 
cates. These subjects are: theory of accounts, practical account- 
ing, auditing and commercial law. It is unavoidable that the ad- 
ministration of these laws should vary with the judgment of the 
different boards of examiners. Some have been more strict than 
others, and there seems to be a general tendency toward in- 
creasing the stringency of the examinations. This tendency is 
natural and wholesome, following the line of development in 
the older professions. The nature of the examination, how- 
ever, leaves much to be desired. The classification of questions 
under the different subjects is far from uniform, particularly as 


_between the theory of accounts and practical accounting. The 


line of demarcation between these two branches of accountancy 
is not always apparent. Questions which at one time and place 
are given under theory of accounts have their equivalents 
stated elsewhere under practical accounting. The lines are 
more clearly drawn in regard to auditing, which may be con- 
sidered the analytical as practical accounting is the constructive 
branch of the subject. Commercial law occupies a field by itself, 
but it cannot be denied that a much more comprehensive knowl- 
edge of this subject is indispensable to the accountant. 


Not only is there a lack of definiteness and precision in the di- 
visions of accountancy, as outlined in the examinations, but an 
inspection of the examination questions in several states im- 
presses one with a sense of their narrow and technical nature. 
Ingenious combinations of figures, a bewildering complexity of 
formal statements of results, too often seem to be the end desired 
rather than to test the ability of the student to understand, and 
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especially to interpret the accounting needs of a business and 
the results derived from an examination of its books. A most 
lamentable ambiguity of statement, and a blurred and hazy 
method of expression are also found in many of the questions. 
Indeed, it is not too much to say that a satisfactory interpretation 
of the meaning of the questions is in some cases practically un- 
attainable. It has often been remarked, moreover, that instead 
of drawing their questions from different parts of the field so as 
to test the general equipment of the applicant, the examiners 
are apt to confine themselves to problems arising in the course 
of their own experience, often involving a large amount of knowl- 
edge of business procedure, which they have gotten perhaps by 
weeks of toil at the expense of their client, and which it is un- 
reasonable to expect any one to possess who has not been in 
practical touch with the subject covered by the examination. 

Where the entrance gate to a profession is guarded by a 
single examination, it is most desirable that this examination 
should be as comprehensive as possible, and that it should dem- 
onstrate the ability of the candidate, not only as a manipulator 
of figures under assumed conditions, but also as the possessor 
of the faculty of sound judgment, with the power of analysis, 
and the ability to originate solutions ot difficult problems. There 
should be no attempt to exclude candidates by asking difficult 
and technical questions, whose answer may involve but little 
real knowledge of accounting. Arithmetical gymnastics have 
their proper place, but they should not be found among the 
requirements for entrance to the accountancy profession. 

The boards of examiners have had a most difficult problem 
with which to deal. That their work has evoked so little criticism 
speaks well for their intelligence and their honesty. Their de- 
sire has been to promote the best interest of this profession by 
admitting to its ranks only those men who are qualified for its 
practice. The scope and nature of the examinations set by these 
boards, however, should be thoroughly revised, and the revision 
should not be long delayed. 

In the early stages of development through which account- 
ancy in this country is still passing, it may be admitted that it 
would have been unwise to have insisted upon higher standards 
of education. In the past, the demand was for men skilled in 
the analysis of accounts, and of proved integrity, who could 
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be trusted with the handling of delicate and important matters. 
But in a somewhat limited field of operation this demand has 
not yet satisfied. The opportunities for those members of the 
profession who still adhere to the narrow view of accountancy 
are manifold. The time has come, however, for a broader view, 
and it is necessary that accountants should make a concerted 
movement to lift the standard of preliminary education of their 
profession. If accountancy is to rank among other learned 
professions, it must require of every applicant for admission, a 
standard of preliminary education equivalent to that which is 
required by law and medicine. There is no royal road to pro- 
ficiency in accountancy. It is now beginning to be understood 
that the man who wishes to reap the rewards of the profession 
must lay the foundation of his equipment deep and broad in 
order that he may be prepared to solve the intricate and im- 
portant problems which will confront him. 


Enough of the need for improvement in the preliminary re- 
quirements for entrance into the accountancy profession. What 
now can the accountants do to supply this need? Fortunately, 
we have in the requirements of the profession in Great Britain 
a most excellent model, which, although we should not dupli- 
cate it, nevertheless contains many of the essentials that are 
demanded. Chartered accountants of England, Scotland and 


‘Ireland have conferred the right to practice only upon applicants 


who pass very rigid and comprehensive examinations. The pre- 
liminary examination, which must be passed before the appncant 
can be articled, includes the following subjects: 


. Writing from dictation. 

. Writing a short English composition. 

. Arithmetic. 

. Algebra to quadratic equations. 

. First four books of Euclid. 

. Geography. 

. History of England. 

Elementary Latin. 

. Any two of the following subjects, one of which must 
be a language to be selected by the candidate: (1) Latin; (2) 
Greek; (3) French; (4) German; (5) Italian; (6) Spanish; 
(7) Higher Mathematics; (8) Physics; (9) Chemistry; (10) 
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Physiology; (11) Zoology; (12) Botany; (13) Electricity, 
Magnetism, Light and Heat; (14) Geology; (15) Stenography. 

These requirements contain the elements of a first-class high 
school education in the United States. They are the practical 
equivalent of the requirements to enter our schools of law and 
medicine. If the candidate has a certificate from an educational 
institution setting forth that he has been found proficient in the 
requirements of the preliminary examination, this certificate is 
accepted and he may then be articled and enter upon the five 
years of service which are required as a condition of being ad- 
mitted to practice. 

An intermediate examination must be passed after an inter- 
mission of two and one-half years. This examination assumes 
that the candidate has made considerable progress in the knowl- 
edge of his profession, and includes the following subjects: 

1. Bookkeeping (including partnership and executorship ac- 
counts). 

2. Auditing. 

3. The rights and duties of Liquidators, Trustees and Re- 
ceivers. 

The final examination may be taken two years after the inter- 
mediate, except in the case of a university graduate, who, under 
certain circumstances, may present himself for examination after 
one year. 

The final examination includes the subjects covered by the 
intermediate examination, and in addition the following: 

I. Principles of the Law of Bankruptcy. 

2. Principles of the Law relating to Joint Stock Companies. 

3. Principles of Mercantile Law. 

4. Principles of the Law of Arbitrations and Awards. 

It is evident from this statement of the English requirements 
that a young man who aspires to become a chartered accountant 
must not only possess a fairly good preliminary education, but 
he must be thoroughly trained in the different branches of ac- 
countancy, and must receive a comprehensive and thorough train- 
ing in the law. It is also to be noted that the English accountant 
receives a five-years’ training in the school of experience. Dur- 
ing his clerkship he is entitled to no salary, and in many cases 
he pays to his firm a substantial premium for the privilege of 
serving in their office. 
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American accountants can do no better than to take the Eng- 
lish practice for their starting point and then improve upon it. 
We should first impose upon the candidates, exactly as is done 
for admission to the bar, an examination which demands a 
high school education. This is plainly necessary and cannot be 
successfully disputed. We should also examine the applicant, 
preferably at intervals, on the subjects now covered by the 
State examinations. In addition to this we should duplicate the 
requirements of the English Institute changed to meet American 
conditions and accommodated to the more narrow legal scope 
of accountancy in this country. In addition to an examination 
in law, candidates should be required to pass examinations in 
such subjects as political economy, commercial geography, bank- 
ing, finance, industrial history, industrial management ; subjects, 
in other words, which cover the general field of business, a knowl- 
edge of which, as has been shown, the accountant should possess 
if he is to achieve his largest usefulness. 

The articled clerkship plan which is worked in England has 
not been viewed favorably by accountants in America, and it is 
doubtful if it will ever be extensively adopted here. Conditions 
on this side of the Atlantic have precluded this plan of train- 
ing. The opportunities offered by other professions and in 
business are so great that accountants must offer liberal pecuni- 
_ ary inducements if they are to attract efficient and well trained 
assistants into their own service. 

Some distinction, however, should be made between the ex- 
perienced and the inexperienced applicant for the degree of certi- 
fied public accountant; in fact the granting of a final certificate 
in most states, upon the passing of a single examination, is a 
serious mistake. It is well known that many men who are able 
to answer questions in a written examination, are by no means 
equal in practical ability to others who experience great difficulty 
in satisfying the requirements set by a board of examiners. 
While the system of articled clerkship is not likely to be adopted 
in America, we can learn a lesson from the method of English 
accountants, who have an intermediate as well as a final ex- 
amination, both of which must be passed before the applicant 
can receive his certificate, and we should further insist upon a 
period of practical training in the office of a certified public ac- 
countant before the issuing of a full certificate. New York has 
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a provision requiring such a training for one year, and this, if 
properly interpreted and applied is of great value. In New York 
those who have passed the examination before meeting the ex- 
perience requirement receive a junior certified public accountant’s 
certificate, which does not entitle the holder to style himself or 
to practice as a certified public accountant. While this is a step 
in the right direction, it would be far better if the term of 
training in an accountant’s office was raised to at least two years. 
The practice of granting junior certificates is also one capable 
of much abuse, and if they are issued at all, it should be done 
only under very definite regulations. 

The necessity of practical experience is increased by the 
fact that accounting knowledge has not yet been reduced to 
a literature which would lessen the necessity of that sort of prac- 
tical contact with accounts, which can only be had in an ac- 
countant’s office. Commercial law can be acquired from text 
books, supplemented by lectures. The theory of accounts and a 
part of auditing can also be mastered from treatises on the sub- 
ject. But as matters now stand a large part of auditing and 
a larger part of practical accounting cannot be understood with- 
out an opportunity of testing theories by experience. 

These three suggestions then are offered in the hope that they 
express the opinion of many accountants upon this vital question, 
and that they indicate the line of future professional development. 

1. A preliminary examination involving at least a thorough 
high school education. 

2. Supplemental examinations covering not only accounting 
subjects, but law and those branches of economics which are 
closely allied to accounting. 

3. A requirement of active experience as a condition before 
granting the full certificate. 


The accountants of the United States are to be congratulated 
upon the development, within the last few years, of a radical and 
wide-spread change in the attitude of institutions of learning 
toward commercial subjects. Anything savoring of business was 
formerly looked upon as sordid and unworthy the attention of 
the scholar. The feeling was almost universal among institu- 
tions of learning that culture and business could scarcely be 
on speaking terms. The faculties of the universities, or rather 
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such members of those faculties as knew of the existence of 
accountancy, looked upon it as nothing more than bookkeeping, 
which, while useful in its place, could be acquired by any man 
of intelligence within a few months. That it contained possibili- 
ties of mental training as well as of broad, practical usefulness 
was unthought of. Happily, with greater knowledge, has come 
in the higher educational institutions a clearer recognition of 
the importance of accountancy. Universities now realize that 
they are designed for service; that they have a part in the life 
of the community. They are no longer cloisters in which the 
select youth of the land are trained in a knowledge of the past, 
and infused with a sense of their superiority. The gospel of the 
useless has been displaced by the creed of service. Practical 
scientific education now holds the field and is rapidly increasing 
its advantage. Few movements of recent times have been more 
hopeful and inspiring. This is a commercial age, but commer- 
cialism, if properly directed, is not demeaning or degrading, but 
inspiring and uplifting, and this union of culture and business 
is bound to have a profoundly beneficial influence both upon 
business and upon every educational institution which has in- 
cluded the study of business in its curriculum. Among the sub- 
jects offered in university business courses, accountancy is always 
found, though it is not everywhere given the same prominence. 
In a few instances, notably in New York University and in the 
University of Pennsylvania, it is accorded a leading place among 
commercial studies. 

In only a few cases, however, has an attempt been made to 
place the teaching of accountancy upon an adequate basis. For 
one thing, it is difficult, with the meager salaries paid to teachers 
in this country, to attract qualified practitioners of accountancy in- 
to the teaching corps. With the increased recognition of the value 
and importance of the work done by the teacher this defect may 
be expected to disappear. As long as the college teacher limits 
his activities to those subjects which are of little or no human 
use, he may be expected to be paid accordingly. When he ap- 
plies himself, however, to the teaching of technical subjects 
which his students can turn to account in their future careers, 
the rewards of the teaching profession will rise to the level of 
others which have been much better paid. 

There is a large opportunity for the creation, in the teaching 
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of accountancy as well as other subjects of this character, of a 
method of instruction analogous to laboratory work in medicine, 
and one of the most hopeful signs of the time is the spirit of co- 
operation manifested in this respect between accountants and 
teaching institutions. Filing cases in accountants’ offices contain 
a large amount of excellent teaching material in the form of 
reports and papers relating to examinations and investigations. 
Most of this material, it is true, is of a confidential nature and 
must never be opened to the public in any way, but a large 
portion could be used, so modified and adapted by the accountants 
themselves as to be unrecognizable even by the parties in interest, 
though retaining its essential teaching values. This labor of 
modifying working papers and afterward placing them at the 
disposal of universities, is a service of real value which account- 
ants can in leisure moments render to their profession. Ma- 
terial of this character will eventually be gathered into the form 
of text books, but nothing of that sort exists, and even when text 
books are written, they should be constantly supplemented by 
current material. 

Location has an important relation to the successful teaching 
of accountancy. The medical school must be located in or near 
a large center of population in order that the students may have 
the opportunities offered in hospitals and dispensaries, which are 
only to be found in cities of some size. So accountancy can be 
taught successfully only in institutions located in the larger cities. 
Here the student can be brought into active contact with business 
affairs. As he pursues his studies in the class rooms he can also 
become acquainted with the nature and significance of the busi- 
ness world. The active assistance, sympathy and co-operation 
of the accountants who are directly interested in the development 
of their profession are most helpful in university work, both 
from the standpoint of the student and of the teacher. Whether 
or not much of the actual work of teaching can be done by men 
in active practice (the tendency in all professional institutions 
to-day is to entrust the work of teaching to the professional 
teacher), it is only by close contact with the members of the 
profession that the course of instruction can be maintained upon 
its proper plane. 

A most hopeful and indispensable phase of this educational 
movement is the development of evening schools in connection 
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with several of the larger universities. It is unfortunately true 
that only a small percentage of high school graduates are able to 
enter college, and that a large number of bright, capable, earnest 
young men are unable because of their pecuniary circumstances 
to complete the high school course. To these men the opportu- 
nity is now offered, by several large universities, of pursuing 
their studies in evening schools. New York University was 
the first to encourage such work in the School of Commerce, Ac- 
counts and Finance, which was established in 1900. The Even- 
ing School of Accounts and Finance of the University of Penn- 
sylvania was established in Philadelphia in 1904 along similar 
lines. The University of Illinois is now considering such a 
school, and plans are under way in Pittsburg and in San Fran- 
cisco to offer university advantages to young men employed 
during the day. The evening work established by New York 
University and by the University of Pennsylvania has proved 
a distinct success. The ability and practical attainments of the 
students are of the highest order, and although they are unable 
to deyote as much time to outside study as is possible for students 
whose entire energies are given over to their college work, yet the 
students in the evening schools more than offset this by their 
greater familiarity with practical affairs, and by their extreme 
interest and zeal in the cause of self-improvement. The public 
accountants of New York and of Philadelphia have been largely 
responsible for the establishment of these two schools, and the 
members of the profession in other cities are interesting them- 
selves in the same direction. The dominant note in all this eve- 
ning work is accountancy and its allied subjects. Most of the stu- 
dents expect to become candidates for the certificate of certified 
public accountant, and the profession will in a short time receive 
large additions of well trained, experienced men who have profited 
by the exceptional advantages offered. 

The educational training of accountants in the United States 
is still passing through a transition stage. Many problems re- 
main to be solved. The scope of the training must be broadened 
and the requirements in the different states must be brought into 
closer uniformity and there should also be a further differentia- 
tion between essentials and non-essentials. There must be a 
marked development in the requirements as to preliminary educa- 
tion, and the profession must closely ally itself with the higher 
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institutions of learning wherever it is possible for accountancy 
work to be taught. At the same time the outlook was never 
so hopeful. Accountancy has been recognized as a subject 
worthy of a place in the university curriculum, and the teaching 
forces of many of the leading universities are dealing with the 
problem of how best to present it to their students. 

To the young man whose aspirations lead him toward this 
young profession, what better word can be said than to urge 
upon him, first of all, to obtain the best general education within 
the compass of his means and opportunities, to follow this by 
university training in the study of accountancy and its allied 
branches, and finally to supplement his study by attaching him- 
self to the office of an accountant having an extensive general 
practice? 
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Duties and Responsibilities of the Public 
Accountant with regard to New Issues of 
Stocks and Bonds. 


By ArtHur Lowes Dickinson, M.A., F.C. A., C. P. A, 


Among the problems which confront the public accountent 
in his daily practice not the least important are those which 
relate to the certification of earnings and financial position 
for the purpose of bond or stock issues, either by an existing cor- 
poration or on the conversion of a private business into a cor- 
poration. 


The application to the public to subscribe to such stocks and 
bonds is generally termed a “ prospectus.” In Great Britain, 
where the value of the services of public accountants is more 
generally recognized, it is almost the universal custom that the 
prospectus should contain a certificate by a chartered accountant 
as to the earnings of a period of years; and frequently also as 
to the financial position. 

In this country this certificate is, in far too many cases, re- 
placed by a mere letter from the vendors or from the president 


or directors of the corporation, or from the bankers who recom- 


mend the investment, stating the results of operations and the 
present condition. While the standing of the officers of the 
company, or of the bankers, is generally such as to merit con- 
fidence in the bona fides of any statements which they make, a 
consideration of the difficulties involved in determining profits 
will show that too much reliance should not be placed thereon,’ 
unless they are supported by a certificate of a reputable public 
accountant. As has been shown in two papers on “ The Profits 
of a Corporation” and “Special Points in Corporation Ac- 
counting,” which the writer has already published, the questions 
involved in the determination of profits are often highly tech- 
nical; those relating to the proper valuation of inventories at 
the beginning and end of any specified period, the provision 
made for maintenance and repairs, and the distinction bétween 
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renewals, improvements and construction, are of vital importance; 
and a departure from correct principles in these and other mat- 
ters may easily make what is really a losing business appear as 
a comparatively profitable one. The proprietors or chief officers 
of the vendor concern must rely upon their subordinates to a 
large extent for the facts which they furnish to the bankers or 
to the public. They have not, as a rule, the necessary skill in 
accountancy to detect errors, whether of principle or of detail, 
in the statements submitted to them; they do not properly appre- 
ciate the distinction between facts and estimates, which might 
perhaps be more properly described as “expert guesses”; and 
finally they are interested in putting the best possible complexion 
upon the general state of affairs and will naturally, and not 
necessarily improperly, be biased in cases of doubt in favor of 
the view which is most to their own interests. The main desire 
of the bankers is to sell the stocks or bonds which they are 
offering to the public and make a quick profit on the turnover. 
Their reputation and standing requires them to take every rea- 
sonable precaution to satisfy themselves that the investment they 
are offering is a thoroughly sound and reliable one; and while 
it is doubtful if letters from or facts supplied by the vendors are 
sufficient precautions, yet as long as the public demands no more 
there is no reason why bankers should offer more. In the mean- 
time the natural bias of the promoter helps the banker with a fav- 
orable statement and the verification by a jpublic accountant 
might show a less favorable condition and diminish the banker’s 
profit. It may be added that the neglect of such obvious pre- 
cautions by the honest promoter makes the task of the dishonest 
one comparatively easy, and in the interests of commercial 
morality and for the protection of the public it is hoped that 
a change may soon be made in this respect and that the certifi- 
cate of a reputable public accountant in a prospectus will become 
as common in this country as in Great Britain. 

In addition to such accounting questions as are directly in- 
volved in the determination of profits there are others of equal, 
if not greater, importance to which due attention must be given 
if the prospectus is to fully disclose to the intending investor all 
the material facts necessary to enable him to form a judgment 
‘upon the value of the securities offered to him. In this article it 
is proposed to consider the latter questions, and the attitude which 
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the public accountant should take when he is asked to furnish 
a certificate for publication in a prospectus. 


Perhaps the most important preliminary matter for decision is 
the period for which results should be given in the prospectus. 
Those of one year, especially if that year happened to be an excep- 
tionally good one, can under no circumstances be considered a fair 
basis. Generally it may be said that the longer the period taken 
the better, with the qualification that the results should be brought 
down to a date as close to the publication of the prospectus as 
the circumstances will permit, and that greater prominence 
should be given to those of the last three or five years. It has 
frequently happened that an undertaking has been offered for 
sale just at the zenith of its prosperity, or even just after the 
tide has turned and it is really commencing to show less satisfac- 
tory results. On the other hand, owing to general depression of 
trade or other special causes, such as excessive competition 
which will be avoided under the scheme proposed, it may have 
shown within the last year results which are not a fair measure 
of its earning capacity. The responsibilities thrown upon the 
accountant are thus very onerous. He must consider that his 
duties are primarily to the investor and must be careful that 
the years selected and the manner in which the results of these 
years are grouped will disclose to him the real facts; and yet 
in so doing he must remember that he has a duty also to the 
vendor and must not make his selection in such a manner as to 
reflect as permanent conditions which are really temporary. 
Generally it may be said that no period of less than three years 
can usually be considered as giving a fair basis, and that five 
years is better; and while the results of a longer period are al- 
ways a useful guide to the past history of the undertaking, they 
are not such a good indication of the actual condition at the 
present time. 


In setting forth the results it is imperative that extraordinary 
profits or losses not arising out of operations nor in the ordinary 
course of business, such, for instance, as those resulting from 
sales of portions of capital assets, should be either eliminated or 
stated separately. Particularly should regard be had to any 
contracts or other arrangements in force during the period ex- 
amined resulting in excessive profits or excessive losses, which 
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from the fact that these contracts or arrangements have sintEh 
been terminated may not recur. Such pro&ts or losses should 
either be eliminated or separately stated; but which of these 
two courses should be adopted must depend upon the prob- 
ability or possibility that similar extraordinary results may be 
realized in the future. If, for instance, while certain profitable 
contracts have terminated other similar ones promising good 
results have actually been secured, it would not be fair to the 
vendors to exclude the profits realized from the former. And 
if the business is one that depends to a very large extent upon 
contracts and there is no sign of any falling off in those on hand | 
and not commenced, it would probably not be necessary even to 
state the results separately. 

A further point of considerable importance to the investor 
is that he should know whether the profits for the period covered 
by the examination have remained steady, have increased or 
decreased steadily, or have been characterized by extreme fluc- 
tuations. For this reason the certificate should always show the 
results of each year separately, at any rate for the last three 
or five years, and on no account should the average profits only 
be stated unless they are of a steadily progressive character, or 
unless the average does not materially differ from the separate 
yearly results. Where the reverse is the case, and particularly 
where the profits may have shown a gradual falling off, or those 
of the latest years are below the average, it would be most im- 
proper that the certificate should give the average without stating 
the actual facts year by year. From the investor’s point of view 
a certificate in the prospectus stating merely the average profits 
for a certain period of years should be mistrusted, on the ground 
that if the business were a progressive one and there were in 
fact nothing to conceal the promoters would always prefer to 
get the fullest possible benefit from that fact by stating the re- 
sults of each year separately; if this course is not adopted it 
may be presumed that there is good reason for concealment 
from the promoter’s point of view. 

It frequently happens, owing to delay in completing arrange- 
ments, that a considerable time elapses between the date up 
to which the profits are certified and that of the accountant’s 
certificate and issue of the prospectus. In such cases it is cer- 
tainly the duty of the accountant to satisfy himself that nothing 
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has happened in the interim to throw any doubt upon the con- 
tinuance of the results to which he has certified. For instance, 
if in a period of say six months so elapsing the business should 
show a serious diminution of profits, or even a loss, this is cer- 
tainly a material fact which the accountant might have ascer- 
tained if he had used due diligence, and it is obligatory that this 
fact should be disclosed in his certificate giving any reasons 
which may exist for this result. 

Just as it is improper to average the results of several years, 
so it is equally improper to average the results of a portion of 
a year to make up a complete year.. Many businesses are essen- 
tially of a seasonal character and the results of the first six 
months, for instance, may be normally entirely different from 
those of the last half of the calendar year; and even when the 
business is continuous through the year it is not safe to assume 
that the profits of say two unexpired months will equal the aver- 
age of the previous ten. 


A problem of considerable difficulty in determining the profits 
for a prospectus is the proper treatment of interest paid on loans, 
borrowed money or partners’ capital. Speaking generally, it may 


be said that interest in whatever shape is profit and that if the 
profit of carrying on a particular undertaking is to be ascertained, 
all interest paid out on money employed in the business should 
be treated as part of the profits of the undertaking, and similarly 
‘all interest received on any proportion of the capital which may 
from time to time be invested in outside securities should be 
excluded therefrom. But in certifying results for a prospectus 
regard must be had to the conditions under which the capital 
required for the purposes of the business is to be raised in future. 
If the amount to be provided is at least equal to the maximum 
employed in the past, then the whole of the profits before de- 
ducting interest charges will be available for dividends or inter- 
est on such capital; and if the business is such that for certain 
periods of the year capital is lying at interest unempioyed, it 
would also be correct to add to the profits the interest which such 
temporary deposits would have earned in the past on the same 
basis of capitalization. If, on the other hand, it is only proposed 
to provide a portion of the average amount employed in the 
business in the past, it will be necessary in putting the results 
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before an investor to deduct those from the interest on the 
average amount of capital employed in earning those profits in 
excess of that which the promoters intend to provide in future; 
for the new concern would have to borrow the difference from 
bankers or others and pay interest on the money so borrowed 
before any distribution of profits was made to those providing 
the capital called for in the prospectus. It is perhaps hardly 
necessary to add that interest on partners’ capital in a private 
partnership is essentially a part of the profits of the business, 
subject to the above remarks when, as is hardly likely, a smaller 
amount of capital is to be provided in future. 


Another point of importance arises in connection with the 
salaries that have been or may have to be allowed to the partners 
or chief managers of the business. In a private partnership or in 
a corporation in which the managers are the chief or only stock- 
holders, it frequently happens either that they have drawn no 
salaries or small ones compared to the market value of the 
services rendered ; a reason being that the managers may prefer 
to take their remuneration in the shape of profits entirely rather 
than to consider them a charge against the business before 
ascertaining such profits. If, therefore, the profits be certified 
without any provision for the salaries of those responsible for 
the general management in the past, it is clear that the resulting 
profits to the new concern must be materially less than those 
certified to. Consequently, it is always necessary either to specify 
that no provision has been made for the remuneration of future 
managers, or to include as a charge against the profits certified 
whatever amounts are contemplated or contracted for in the 
future. 


It frequently happens that the vendors have many contracts 
in force for the purchase of materials or supplies or manufactured 
articles, at prices differing widely from the market price at the 
date of sale. It is, therefore, fair both to the vendor and the pur- 
chaser in such cases that some regard should be paid to such con- 
tracts. If the selling company have made good contracts a long 
way ahead at a time of low prices, the purchaser is certainly get- 
ting something more than the mere business contracted for; on 
the other hand, if such contracts for purchase are above current 
market prices, then the purchasing company is in a worse position 
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than it otherwise would be. On the other hand, it is doubtful 
whether it is a fair proposition as between vendor and purchaser 
that the market price on the date of the transfer should necessa- 
rily form the basis of a settlement between them. Some allowance 
must be made for the good judgment of the purchasers, and they 
should not be required to take over large quantities of materials 
on the fixed date of acquiring the property at prices which in the 
ordinary course of business they would not have considered. And 
the transfer of such an inventory at the top market price may have 
a considerable effect on the future prosperity of the business. It 
is certainly, therefore, a material fact to the intending investor 
that he should be clearly informed on what basis of price the 
inventories will be acquired and what contracts for purchase of 
materials or manufactured articles have been entered into at 
prices differing from those current. Another material factor is 
the amount of orders on hand for future delivery and the prices 
therefor, and the proportion such orders might bear to the possi- 
ble capacity of the works. As a rule a large number of orders 
on hand may be regarded as a source of strength if they have 
been obtained in the ordinary course of business and at reason- 
ably remunerative prices. But it is an easy matter to obtain 
orders if no regard be paid to the prices and it might happen 
that an unscrupulous promoter had built up a large prospective 
business at totally unremunerative prices for the sole purpose 
of transfer to the purchasing company. But even without any 
fraudulent intent it may be that, owing to a considerable rise in 
costs either of raw materials or labor, or both, the vendor con- 
cern may be left with contracts for sale taken when the range 
of prices was much lower, which can only be filled at consider- 
able loss to the purchasing company. Similarly orders on hand 
to be completed by a fixed time to an amount largely in excess 
of the actual or contemplated factory capacity might easily be 
a source of loss rather than of profit to the purchaser. 


An important factor in connection with the prospectus is the 
imperative necessity of stating in the certificates as to profits, 
whether or no full provision for depreciation and accruing re- 
newals has or has not been made. While it is easy to lay down 
this principle it is perhaps one of the most difficult matters to 
determine in practice, by reason of the frequently imperfect state 
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of the records and often of the entire absence of reliable figures 
of original cost, or even of any proper distinction between ex- 
penditures on improvements, additions and renewals. 

A private business is frequently run on very conservative 
lines, a large proportion of the earnings being put back into the 
property in the way of improvements and betterments; and if 
the operations have been of a very profitable nature large 
amounts are frequently charged off from time to time in reduc- 
tion of capital outlays. So far as the latter items are concerned, 
it is easy for the accountant to separate them and adjust his state- 
ment of earnings accordingly, but where improvements and bet- 
terments have been effected as part of the ordinary operations 
of the plant and charged into maintenance and repairs almost 
from day to day, it becomes practically impossible at a subse- 
quent date to separate them from the proper maintenance 
charges. Such a practice cannot too strongly be condemned, 
not only as concealing the true facts and making the position 
appear worse than it really is, but also from the point of view 
of the vendor because the impossibility of adding such expendi- 
tures back to earnings frequently results in his receiving a 
lower price for his goodwill, based on earning capacity, than 
he otherwise would. The mere claim by a vendor that large 
expenditures have been so made and charged without a shred 
of supporting evidence in the books as to the cost of such im- 
provements, or even of the fact that they have been made, ob- 
viously cannot be accepted by the accountant. It then becomes 
a question whether he can satisfy himself that the expenditures 
so charged, which were not directly ascertainable, have been 
sufficiently large to take the place of depreciation, and it will 
readily be seen that this is a most difficult question involving 
great experience and careful judgments 


It may be asked how far an accountant is justified in certi- 
fying to estimates of the extra profits that will be realized as 
a result of economies in operation to be effected by the pro- 
posed new corporation. Generally speaking, it may be said that 
any such certificate is inadvisable and may be dangerous. Pro- 
moters are always sanguine and experience shows that such esti- 
mates are seldom realized in practice, at any rate for some years 
to come. 
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Frequently extra expenses are entailed which more than off- 
set any savings effected; and the loss of personal touch and in- 
terest on the part of the former owners who now become mere 
salaried employees of a corporation often results in less careful 
and more extravagant management. While the vendors may be 
still largely interested as stockholders it will frequently be found 
that they have received cash payment for a substantial part of 
their original investment, and that their remaining interest is 
mere goodwill or water; and as salaried officials as often as 
not they relax rather than increase their efforts. Moreover, the 
large watered capital of the modern consolidation appears to call 
for expenditures on elaborate offices and establishments, which 
were previously deemed entirely unnecessary, and in fact while 
the increased capital represents mainly water it carries with it 
an increased expenditure in hard cash. Having in view all these 
possibilities it is certainly not a wise thing for the accountant 
to affix his name to any estimate of possible economies. 


Accountants are frequently asked to prepare estimates of 
future earnings for the purpose of publication in the prospectus 
and it would be well to consider whether such a request should 
or should not in general be complied with. It may at once be 
admitted that an accountant is perhaps in many ways particularly 
qualified to prepare such an estimate-and if the only questions 
involved were the accuracy of the figures and the reasonable 
probability that the bases assumed would agree with future 
practice, no objection perhaps could be taken to compliance with 
the request. But, on the other hand, the experience of the past 
is frequently no guide to the practice of the future and many un- 
foreseen contingencies may arise which will render the estimates 
entirely valueless. To bring out the difficulties more clearly 
assume two special cases: 

(1) That of a factory which has not been operating to its 
full capacity partly because the plant is a new one and partly 
because its selling organization is not fully developed. 

(2) That of a new industry which has been operating in an 
experimental way with one or two machines, upon the experi- 
ence of which it is desired to estimate the profits that would 
be earned in a much larger plant constructed on the same 
principles. 
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In the first case the actual operation of the plant in the 
past is available as a guide for the future, but in preparing esti- 
mates of results based on a much more complete operation, 
the following points would have to be carefully considered: 

(1) Are the capacities of the different portions of the plant 
dealing with the various processes of manufacture so carefully 
balanced that those dealing with the final processes can be worked 
to their full capacity without overtaxing those engaged on the 
earlier operations? 

(2) Can sufficient supplies of raw material be obtained at a 
reasonable cost to enable the final output to be largely increased 
at not more than the average cost which has prevailed in the past? 

(3) If the output is so increased, can a ready market be 
found for it at the average prices obtained in the past? It may 
frequently happen that by reason of competition of distant fac- 
tories better situated and with facilities which enable them to 
produce at lower cost, the territory in which the products of a 
particular factory can be sold will be restricted and unable to 
absorb the increased production upon which the estimates are 
based. In such cases the increase could only be sold at a con- 
siderable reduction in price which would entirely upset the esti- 
mated results. 

(4) For what portion of each year can the whole plant be 
operated to its full capacity? And what allowance should be 
made for periods of idleness necessary to undertake repairs and 
renewals, periodical stock-taking, etc. ? 

(5) Where the output depends upon the speed at which the 
machinery is run, can a sufficient supply of suitable labor be ob- 
tained to run the whole factory at the same average speed as it 
has been possible to run only a portion of it in the past? 

(6) What proportion would the general management and 
selling expenses bear to the increased output? It frequently 
happens that a large concern cannot be run as economically in 
some departments as a small one, and it is not always safe to 
assume that the same percentage of management and selling ex- 
penses which prevailed in the past will be experienced in the 
future. 

(7) On the other hand, what consideration should be given to 
the possible reduction in cost resulting from the larger output, 
mainly by reason of the fuller use made of the facilities? 
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It should be clear, therefore, from the above considerations 
that any estimate of future earnings must necessarily depend 
upon so many contingencies that it would hardly seem desirable 
that it should be put forth without calling specific attention to 
the assumptions involved ; and it may be assumed that an estimate 
with such qualifications attached would not be of much service 
to the promoter and would not be incorporated in the prospectus. 

Inasmuch as the community are being educated to consider 
that statements emanating from a public accountant deal with 
facts only, it may be said in conclusion that in such a case as 
that supposed the accountant’s duty would end with the 
submission of a carefully prepared estimate accompanied by 
all the necessary qualifications, leaving his client to make use 
of such estimate in the prospectus or not as he thinks fit without, 
however, any certificate thereto or any use of the name of the 
accountant. 

The second case is even stronger than the first, for here 
there is no pretense that the factory has been operated commer- 
cially at all, the whole process of manufacture being in an ex- 
perimental stage. The contingencies involved in assuming that 
the results obtained in an experimental stage by one or two 
machines could be reached on a much larger scale in a fully op- 
erated factory are so many and so unforeseen that it would be 
difficult to enumerate them; and under these circumstances while 
the accountant can for the benefit of his client check to the best 
of his ability any estimates that may be prepared by the manager 
and may frequently be able to point out omissions therein, it 
is very doubtful whether he should under any circumstances 
whatever attach his signature to any such statement, however 
much he may believe in the possibilities of its realization in the 
future. 


The question of the responsibility of the accountant for a 
certificate which he gives to vendors or purchasers and which 
is published in a prospectus issued to the public, is a matter of 
considerable importance. The accountant is not infallible, his 
judgment may be at fault, and the available information may 
be incomplete or misleading in such a way that with all his 
special skill the real facts are not discoverable. It does not fol- 
low if future results are not in accordance with past experience 
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to which the accountant has certified that the latter is necessarily 
to blame; but the public to whom he is chiefly responsible is 
entitled to assume that he is a man skilled in commercial and 
financial affairs, and particularly in the accounts relating thereto, 
and that consequently actions or opinions on his part, which could 
in no way be considered as evidence of negligence in the case of 
a man without such special knowledge and training, may easily 
subject him to legal penalties. He is called upon to exercise 
the skill and knowledge acquired in his profession to the utmost 
of his ability; if he fails in this he has committed a breach of 
trust, has deceived the public and must be prepared to take the 
consequences. On the other hand, no liability would attach to 
him for a mere error of judgment; or even for errors in facts 
the existence of which no amount of skill on his part would have 
sufficed to ascertain. In fact, the accountant who carries out the 
duties intrusted to him honestly and impartially and to the full 
extent of his ability, and who uses ordinary business precaution 
in dealing with his subordinates, need have little fear of legal 
penalties. 

But his indirect liabilities are undoubtedly much greater and 
errors in judgment, or inability to ascertain the true facts in any 
case, may easily seriously damage his reputation and his business ; 
and his liability in this sense is perhaps greater than in any other 
profession. Taking all these matters into account it may well be 
doubted whether the scale of remuneration which he can usually 
secure for his services is at all adequate to the responsibilities 
involved, and this phase of the question should receive the careful 
attention not only of the profession but of the general public. 





Professional Standards 


A Plea for Co-operation among Accountants 
By Rosert H. Montcomery, C. P. A: 


Until quite recently an article on professional standards would 
have seemed out of place, unless found in a journal read largely 
if not exclusively, by clergymen, doctors or lawyers. The recog- 
nition of accountancy as a profession, while gained in a marvel- 
ously short time when we consider its history, is yet so new a 
matter that it is difficult to define accurately the conditions which 
exist, and a far more onerous task to outline ideal standards. At 
first thought we might take it for granted that a code of ethics 
generally followed or at least particularly fitted to the legal or 
medical profession might with propriety be recommended to the 
accountant, but there are so many inherent peculiarities which 
differentiate the professions named that accountants find them- 
selves forced to compile a new code. 

It is not too much to say that more is expected of a professional 
accountant in these youthful years of the profession than was 
exacted from the lawyer or doctor when their professions were 
centuries old. The law, perhaps, made the most rapid strides, 
although the standards have been raised considerably in com- 
paratively recent years. We frequently hear of attorneys who 
are not faithful to their trusts, but the total number of recreants 
is very small, and the ever vigilant bar associations honestly strive 
to’ rid the ranks of those who have violated their rules. The 
medical profession has been rather slow in its advance to universal 
public respect. Not so many years ago the barber applied the 
leech without thought of punishment for practicing without a 
license. We cannot take the time to examine the progressive 
steps made by these two great professions, nor follow in detail 
the gradual growth of their codes of ethics, but a cursory look 
is sufficient to convince the observant student that legislation 
has not been responsible for their present high standards. The 
moving cause has been the careful education and training of the 
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juniors and constant supervision over their early practice; not 
supervision by state boards, but through school societies, and state 
and national organizations. 

Co-operation among the practitioners is responsible more than 
any other thing for the high standing of these two professions 
to-day, and while we ask for the same measure of legislative 
protection, we must not lose sight of their history and the key- 
note of their success, which, after all, is largely explained when 
we consider the definition of the word “ profession,” viz., “ An 
employment requiring a learned education.” Let education, then 
—in its broadest sense—be our watchword. 


Before we attempt to lay down rules of conduct for the pro- 
fessional accountant, we should review briefly his qualifications, 
for it would be a waste of time to make suggestions as to what 
the accountant should do unless we agree as to what he should 
be. 

Assuming that he is skilled in accounts there are other desir- 
able and, in fact, necessary qualities. Mr. Dicksee, in his “ Audit- 
ing,” mentions the following: tact, caution, firmness, fairness, good 
temper, courage, integrity, discretion, industry, judgment, pa- 
tience, clear-headedness, and reliability ; “ in short, all those quali- 
ties that go to make a good business man contribute to the making 
of a good accountant; while that judicious and liberal education 
which is involved in the single word, ‘ culture,’ is most essential 
for all who would excel. Accountancy is a profession calling 
for a width and variety of knowledge to which no man has yet 
set the limit.” If this is a fair portrait of an ideal accountant, 
it is obvious that he will be expected to conduct himself on a 
much higher plane than if he were subject to less onerous rules 
of conduct. But as he is measured by the community at large, 
so must he regulate his own relations (1) to the public, (2) to 
professional brethren, and (3) to himself. 


Unquestionably the public demands a high standard in ac- 
countants, but only in particular cases and at particular times. 
That is, the average financier, lawyer, or business man cares little 
and thinks less about a general standard of efficiency, and is un- 
willing, as a rule, to accord proper support to the accountancy 
profession as a profession; but if a specific instance arises involv- 
ing error or misconduct on the part of any one purporting to 
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practice as a public accountant, he awakens to the importance of 
requiring the maintenance of a high standard, and the good name 
of the whole profession is thereby involved without any means 
whatever being provided for punishing or disciplining the guilty 
party. No one can hold himself out as a lawyer and practice 
law unless he is admitted to the bar. No one can hold himself 
out as a doctor nor practice medicine unless he has been licensed 
by a state board. And either the lawyer or the doctor may be 
disqualified if he fails to maintain the proper standard. 

But any one can call himself a public accountant or an “ ex- 
pert” accountant without having a single qualification for the 
profession, and such a man frequently receives generous support 
from the public. His severest punishment for malpractice is 
usually merely the loss of the one particular client who has suf- 
fered through him. 

The remedy for this condition is clear. What the public demand 
in specific cases should apply in all, and a system of registration 
or certification similar to that required in law and medicine should 
be compulsory. The certified public accountant legislation so far 
effected has not accomplished the best results. We are in exactly 
the same position as the legal profession would be if certain 
lawyers were admitted to the bar and called themselves “ ad- 
mitted” lawyers, while a great many other persons, although 
not admitted, enjoyed the same privileges, practiced in the same 
courts, and were permitted to sit on the bench. 

We are advised that the state of Ohio is about to enact ac- 
countancy legislation which embodies not only the usual clauses 
governing the certification of public accountants, but in addition 
prohibits any one practicing in any form as a public accountant 
unless certified according to the requirements of the proposed 
bill, which, incidentally, has been approved by prominent lawyers 
and business men in that state. 

In this connection we have been advised by our brethren from 
over the sea that a plan of registration which would restrict the 
practice of public accounting to qualified accountants has been 
presented to Parliament several times and has been defeated, 
not because the public object, but because of disputes between 
rival societies. Happily the latter condition no longer exists 
with us, and the experience of the members of the profession 
in Ohio would seem to justify the assertion that the business 
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public welcome rather than oppose legislation which promises to 
limit the practice of accounting to responsible persons. It is to 
be hoped that the ability to arouse public sentiment along these 
lines is not confined to one state. 

It would seem, therefore, that those states which have cer- 
tified public accountant laws that do not protect the public from 
unqualified practitioners should amend them as suggested above. 
It is quite true that in several states it would have been im- 
possible a few years ago to pass any such restrictive law, and 
it may even now be urged by some, who have learned by bitter 
experience the difficulty of securing regulative legislation, that 
in view of the objections which might be raised, any agitation 
along this line would be a mistake. Such a position, however, 
entirely ignores the great advance made in recent years, espe- 
cially in the last year. Indeed, within the last month, some of 
the foremost men in the United States—including President 
Roosevelt—have paid a tribute to public accountants, which is 
direct proof of the change in sentiment over several years ago. 
If, then, public accountants are needed, who is to pass upon their 
qualifications? Surely not the man himself, as is now the case. 

We need, however, to do far more than attach the letters 
C. P. A. to our names. The certificate must be made to mean 
something, and to accomplish this, constant vigilance will be 
necessary. 

Let us take advantage of the public recognition so far ac- 
corded to accountancy as a profession, and use it as a basis to 
secure proper legal safeguards, and the benefit which accrues 
will not only inure to those properly qualified, but the largest 
benefit will flow to the public. 


Reference to the qualifications of a professional accountant 
easily convince us that the possession of a part only would suffice 
to make him not only an ideal accountant from the standpoint 
of his clients—the public—but he would also possess those quali- 
ties which would endear him to his competitors. The latter term 
is used in its broadest sense, of course, and is used advisedly, 
for it has been found by experience that, as a rule, the profes- 
sional accountant who has finally lodged in a place where he no 
longer competes for general business from the public has also lost 
all interest in the advance of professional standards, and cares but 
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little for friendly contact with fellow practitioners. He has lost 
the professional spirit and with it fraternal feeling. 

Fifty years ago several Scottish accountants, imbued with 
both professional and fraternal feelings, organized the first so- 
ciety of public accountants. Thirty-two years elapsed before a 
society was formed in the United States—the year 1887 witness- 
ing the formation of the American Association of Public Ac- 
countants. Let us put the accountancy profession to a test and, 
by examining the history of the last eighteen years, form an 
opinion as to whether representative accountants in the United 
States have acquitted themselves well, and whether those quali- 
ties which we mentioned as essential have, as a matter of fact, 
been manifest. 

I unhesitatingly answer that accountants have borne them- 
selves well, they can stand a hard test, and I believe I can prove it. 
In the first place, the most severe test of a man’s technical ability, 
fairness, good temper and courage are found in his intercourse 
with his competitors. An unskillful, mean, ill-tempered, weak man 
does not want to rub up against his fellow practitioner. It fol- 
lows, therefore, that the formation of a society in which are found 
practically all of the leading professional accountants in a given 
community is proof that those in question measure up, approx- 
imately at least, to the ideal standard. Furthermore, while there 
are several medical societies, and many societies of engineers in 
the same neighborhood, there is but one society of professional 
accountants in any one state in the Union, and no state in which 
there are a dozen reputable practicing accountants is without a 
society. 

But it may be said that the formation and success of a society, 
while it may be ample proof of a high standard in several particu- 
lars, is not evidence of other necessary qualities. For instance, 
what does one accountant have to say about his fellow society 
member when the latter is not around? I answer that, as a 
general rule, the most kindly feelings prevail. The heartiest 
praise I have heard of some accountants has come from the lips 
of competitors. Of course, we occasionally hear criticism, and 
we shall doubtless always hear it, for it is a debatable question 
whether or not the accountancy code of ethics should prohibit 
any criticism of a competitor whatever, whether merited or un- 
merited. Physicians are notoriously careful about this and the 
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result has been at times that incompetent doctors have killed off 
their patients by reason of the fact that the incompetency of their 
doctors has been carefully concealed by their fellows, the patient 
having mighty little opportunity to discover it for himself. Still 
another test which, it might fairly be sipposed, could not be 
passed by the majority of public accountants is the practice of 
soliciting or undertaking work which has been done in the past 
by a competitor. To my positive knowledge accountants have 
declined to undertake work which they have had offered them 
after ascertaining that it had been formerly intrusted to fellow 
accountants whose services had been satisfactory. The latter, 
of course, is a necessary element, because under any code of 
ethics it would be the clear duty of an accountant to undertake 
work which had not been satisfactorily performed by another. 
It is not claimed, of course, that the above conditions are without 
exceptions, but the claim is made in all sincerity that with respect 
to the attitude of one member to another no other profession 
in the history of the world has made such rapid strides in a few 
years toward attaining a high standard, and, if there are those 
who fail to measure up to their opportunities, it is believed that 
lack of knowledge rather than indifference is responsible for such 
failures. This lack of knowledge is easily explained, for it must 
be remembered that in some communities the accountancy pro- 
fession has but one representative, who can hardly be expected to 
originate or uphold a high standard of professional ethics “ all 
by himself.” With all his difficulties, nevertheless, we will usually 
find that in theory, at least, an accountant who strives to be in- 
dependent has set up for himself most commendable ideals. Un- 
doubtedly this accounts for the comparative ease with which 
practically all the acountants in every large city “ get together.” 
Were it not for the true professional spirit that has grown up 
unawares in the heart of each one, the present satisfactory 
condition of the profession would have required a half century of 
cultivation. 

Advantage should be taken of the present era of good feeling 
to bring the profession still closer together, and correct any 
defects that may still be apparent. One of the most important 
points is the desirability of enlisting the support of all reputable 
accountants to their local society. A strong society not only car- 
ries great weight with the public, but is of incalculable benefit to 
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a man individually. It broadens his vision generally, and, if 
accountancy questions are discussed by his society, it gives him an 
opportunity to get out of a beaten path. 

It must be remembered that no one of us is free from error. 
The best lawyers make mistakes and lose cases which they should 
win; the best doctors, through errors of judgment, kill patients 
whom they should save, and so even an accountant will sometimes 
make a mistake and the last, the very last, one who should criti- 
cise him or attempt to profit thereby is his fellow practitioner. 


Incidentally, it is worthy of note that incompetent assistants 
are responsible for the majority of mistakes which have been at- 
tributed to professional accountants. Serious consideration 
should be given to this question, because it is not only highly 
desirable that our assistants should be above reproach, it is more 
than desirable, it -is vital. The hope of the future lies in the 
proper education of a sufficient number of young men to fill the 
ranks. Schools are accomplishing much in this direction and 
can confidently be counted upon for more. The English custom 
of articled clerks might well be established here, and it is hoped 
that before long young men from the colleges and universities 
will be found eager for an opportunity to enter the office of 
public accountants, and instead of expecting compensation out 
of all proportion to their usefulness, will consider the experience 
they are getting ample pay and will depend for their advance 
upon the intelligence they display. Apprenticeship is practically 
in effect in the legal and medical professions and corresponds 
very closely with English methods. Time will no doubt solve this 
problem, but some definite step should be taken immediately to 
improve present conditions. 


The personal element in a professional accountant is neces- 
sarily a prominent one. In fact, a man who embodies one-half 
the qualifications named as desirable must possess the strongest 
kind of personality. Fortunately this portion of my subject needs 
little discussion. While we may occasionally find an accountant 
who criticises too freely or unfairly, we rarely find one who has 
not set for himself a high personal standard of professional con- 
duct. How many instances have come to us where a confidential 
communication has been divulged? Who has heard of one? And 
is it not a fact that of the hundreds of practicing accountants in 
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this country almost each one is in constant receipt of information, 
the disclosure of which would frequently be of great pecuniary 
advantage? Have we ever heard of a case of a professional ac- 
countant who has failed to account for funds intrusted to him? 
And is it not a fact that tens of millions of dollars are turned over 
to them monthly for inspection ? 

Of course, there are exceptions, but I claim that the proportion 
of those who fail to measure up to their responsibility is smaller 
than with any other like number of men occupying positions of 
responsibility. The moral responsibility of the accountant is 
largely personal, and the insistence on a high professional stand- 
ard implies a full measure of moral accountability. It is hardly 
necessary to dwell at length on this phase of the question. Sev- 
eral of the speakers at the recent banquet of the American Asso- 
ciation referred to the necessity for a high personal standard, 
and while too much can hardly be said on so important a topic, 
yet it may safely be said that the present state of affairs is highly 
encouraging. 

It has been urged that two necessary steps in the progress of 
the accountancy profession toward complete recognition and 
establishing high standards are (1) exemption from jury duty 
and (2) the right to regard confidential communications from 
clients as privileged, thereby furnishing the means to prevent 
undesired disclosures. 

As to the first point there seems to be little real merit in the 
claim. The Anglo-Saxon regards the jury system as one of the 
bulwarks of his liberty and he will continue to think so until 
something better is devised. Jury service is a clear civic duty 
which should never be avoided unless some reason better than the 
usual selfish one is present. It is conceivable that occasionally 
in the course of years an accountant might be engaged on some 
particular work the cessation of which would be injurious to the 
general community, but such occasions are so rare that it cer- 
tainly would be unwise to attempt to secure universal exemption 
to fit an unusual and individual case. The classes now exempt 
are few and the reasons therefor are so good that their cause 
needs no support. With respect to accountants, however, it is my 
opinion that there are dozens of other classes of men as to whom 
personally equally important reasons could be urged for exemp- 
tion in particular cases, and if we consider family and business 
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hardships reasons for exemption, the list of those available would 
be narrowed down to the most worthless classes of the com- 
munity. 

It must not be forgotten, moreover, that where service on a 
jury will work real hardship it is comparatively easy to be ex- 
cused, and unless an accountant is able to show good cause for his 
unwillingness to serve the state he certainly does not deserve 
special privileges. I am of the opinion that any agitation along 
this line will be harmful to the profession at large and result in a 
diminished respect for individual accountants who would thus 
seek to avoid a public duty. 

The second point mentioned above is far more difficult of solu- 
tion, for there are many arguments in favor of the extension of 
legal “ privilege” to public accountants with respect to such 
matters as are laid before them in a confidential capacity by 
clients. It cannot be disputed, however, that the necessity for 
such procedure seldom arises and the cases of accountants being 
called as witnesses and forced to disclose confidential communi- 
cations are few, if, in fact, there have been any. — 

As a matter of fact it is hardly conceivable that such a case 
will ever occur, unless it is discovered by a prosecuting attorney, 
that a guilty defendant has destroyed incriminating books and 
papers, or, having confessed his crime to an accountant, refuses 
to incriminate himself on the stand. In such cases it is submitted 


that the welfare of the public would be better served if the 


accountant witness is compelled to testify than if he is permitted 

to screen himself behind a technical privilege. He is not at alf 

in the position of a doctor or a lawyer. He is supposed to be an 

independent public accountant, and if he has Had submitted to 

him books and papers which contain information to which others 

than his client are legally entitled, why should the law interpose 
to prevent justice being done and the truth known? The books 

and papers, if they can be found, are the best evidence, of course, 

but if they have been secreted or destroyed, why should the 
guilty parties be protected? 

It will, of course, be urged that the information which an 
accountant might be forced to disclose might not be of such a 
character, and that no public service would be accomplished by 
compelling its publication. The answer to this is that under our 
laws refusal to testify is not in itself a crime, and if an accountant 
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were called upon to divulge matters which he deemed to be con- 
fidential and refused to answer, it would be the duty of the court 
to pass upon the effect of such disclosure ; and I venture to express 
the opinion that accountants need never fear, even under present 
conditions, that any judge will require them to disclose confi- 
dential matters unless the case is a grave one and public interest 
demands it. In all cases the testimony sought would have to be 
pertinent to the issué. 

If this is a fair presentation of the case it would hardly seem 
wise, for the present at least, to make any serious effort to secure 
a privilege so rarely granted that the legislatures in the majority 
of our states have not been willing to extend its protection to the 
secrets of the confessional. 


In my opinion the quickest way to weed out the incompetent ,,., 
men who now hold themselves out as public accountants would be Responsibility. 


to make them understand the civil responsibility of a professional 
accountant. Naturally, an unreliable, incompetent man cares 
nothing about his moral responsibility, and so long as he knows 
that American courts have never laid down specific rules regulat- 
ing the duties or obligations of public accountants, he probably 
feels safe from any legal responsibility. One sure and very 
desirable result of the weeding out process would be the raising 
of the professional standard, for a few irresponsible men can 
offset the good work of ten times their number. 

As is well known, there are numerous English decisions deal- 
ing with the rights and liabilities of professional auditors. In 
view, however, of the total number of accountants in practice and 
the number of years the decisions cover, the number does not 
seem at all appalling. While the fact that we have no reported 
decisions speaks well for the integrity and good judgment of our 
accountants, yet it is felt that occasions have arisen where a test 
case would have been made had it not been known that any 
judgment involving money damages which might have been ren- 
dered would have been worthless so far as the possibility of col- 
lection were concerned. It is unfortunate that any one should be 
permitted to practice as a public accountant, who, in case of gross 
negligence or malpractice, has so little financial responsibility that 
a judgment against him would be worthless, and who, moreover, 
is beyond the legal reach of his fellow practitioners, who at 


37 
































~~ 








ee en en a eee 



















The Journal of Accountancy. 


present have no opportunity to prefer charges against one who 
is neither a member of a state society nor certified by a state board. 

The absence of decided cases, however, does not alter the prin- 
ciple of law that anyone who holds himself out to be skillful in 
any trade or profession and who is negligent in the performance 
of what he undertakes, becomes responsible in damages for such 
failure. This civil responsibility is settled and cannot be debated, 
but it should not be passed over lightly and should be emphasized 
on all occasions. The measure of legal responsibility, however, 
is much too low for a conscientious accountant. The law only 
requires of him the skill of an ordinary skillful accountant; the 
law gives him the privilege of assuming the accuracy of many 
things unless he has definite suspicions to the contrary, and, as 
already stated, the law never requires one to measure up to the 
standard of the most skillful in the same profession or trade. In 
this respect accountants are to be congratulated, for it is common 
knowledge that the majority of professional accountants in the 
United States seek to do more for their clients than the law re- 
quires, and every year witnesses a more general desire to advance 
the quality of services rendered 

It is earnestly hoped that further progress will be made in this 
direction. Since the wish for high standards is general, let each 
individual accountant do his part toward maintaining them. 
Public opinion should be aroused so that unqualified practitioners 


. will gradually cease to practice and in their place a united certified 


The Future. 


body will control all accountancy matters—not because the law 
grants them exclusive privileges, but by reason of the fact that 
they can be depended upon at all times and under all circum- 
stances, while the others cannot. 


This is a critical time in accountancy. Much has been accom- 
plished recently, and we may be pardoned for feeling gratified 
at results little short of wonderful, but for the very reason that 
public sentiment is now strongly in our favor; for the very reason 
that many individual differences of opinion have been harmonized ; 
for the very reason that many accountants, stimulated by en- 
couraging words from men high in authority, have, with the high- 
est purposes, resolved to meet the exacting obligations imposed 
upon them; for all of these reasons I say that a solemn obligation 
lies upon each one of us not only to maintain past traditions as 
to what an ideal accountant should be, but also to raise the stand- 
ard up to the highest ideals. 
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To accomplish this, some self-sacrifice will be required. It 
will be necessary for some who do not belong to their state or 
district society to join forthwith, and by so doing indicate their in- 
terest in and jealousy for the good name of the profession. It will 
be necessary for some who belong to societies, but who have taken 
no active part in their work, to sacrifice a part of their time to 
the meetings, lectures, addresses and discussions. Such work will 
have its reward, for while it will be of great service to the younger 
members of the profession who need advice and encouragement, 
the reflex benefit is considerably greater than is generally sup- 
posed. 

It will also be necessary to eliminate, almost, if not entirely, 
adverse criticism of a competitor’s work or professional standing, 
unless the facts at issue are known and perfectly clear. Good 
fellowship is not only desirable as a manly virtue, but it pays 
from a selfish standpoint in that it results in greater respect and 
confidence on the part of the public. 

Another consideration of recent growth is the practice of 
competitive bidding. It cannot be defended, and unless direct 
action is taken to put an absolute stop to it, great harm will result 
both to client and practitioner. Not only is the whole idea wholly 
unprofessional, but, strange as it may seem, there is absolutely 
no compensation to offset the harm done. For example: Client 
A requests B, C and D to bid for stated work. Assuming that 
an effort is made by each to secure the work (and otherwise they 
should not bid), it is only natural that steps will be taken to do 
the least work actually called for, and that as low a fee as the 
contract will stand will be made. The successful bidder surely 
does not render any service to his chosen profession when he 
accepts the contract, for Client A is now furnished a basis for 
future work and he can be depended upon to advise all of his 
associates to adopt his method of securing low prices. 

The inevitable result of a few such instances would be the 
general lowering of professional standards. This is highly un- 
desirable if we expect to work together, not only for our present 
good, but for posterity, to which we wish to transfer an honorable 
and respected profession. 

Let us then thoroughly appreciate the importance of compiling 
a code of ethics for the accountancy profession that will embody 
the essential elements of the highest skill and include the broadest 
principles of fraternal co-operation. 
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The Scope of the Profession of Accountancy. 
by a By F. A. CLevecanp, Ph. D. 


Addressing himself to the Pennsylvania Institute of Certified 
Public Accountants on the subject of the academic training pro- 
vided for this new and growing profession by the University of 
Pennsylvania, Mr. J. Bertram Lippincott, trustee of that institu- 
tion, and head of the great publishing house of J. B. Lippincott 
Company, made the following significant remark: “I consider 
this a most complimentary recognition, because it is by an asso- 
ciation of men whose profession it is to inform business men 
whether or not the result of their toil has been fruitful, for 
no matter how hard a man may work, if his bookkeeping is 
at fault he is worse off than a man at sea without a compass. 
The man at sea has the stars and the sun; his storms don’t last 
forever; but the business man has his bills payable and receiv- 
able, his credits, loans, bank accounts, and his bad debts; in 
fact, he is among the rocks and icebergs all the time, and at 
the end of the year it is a professional accountant who tells 
him what damage his ship has received and how it received it, 
so that, in my opinion, the recognition of the Wharton School 

by a body of men such as the members of the Pennsylvania In- 
stitute of Certified Public Accountants is a token of appreciation 
the University of Pennsylvania may well be proud of.” 

One who labors at the oars may have complete control over 
a skiff or a row-boat; he needs no council, requires no rudder. 
A craft large enough to employ a crew, however, needs a man 
at the helm. But even with an able captain, it is only by relying 
on the advice of professionally trained pilots that the ship may 
be safely steered among the rocks and breakers. Instead of 
going from country place to village on an inland stream where 
he knows every bar or dangerous obstruction, trading with 
his own people, the world now becomes his market, and the open 
sea his thoroughfare. From foreign port to foreign port, from 
Indian town to metropolis, around shifting shoals and through 
changing channels of trade with constantly altering local con- 
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ditions and harbor regulations, this larger instrument of com- 
merce adds to the necessity for seeking out the best and highest 
specialized talent for safe conduct. 

Till a few years ago there was scarcely a business with the 
details of which an industrious and able manager could not 
keep in personal touch. As institutional affairs have become 
more complex, as they have become too large for personal in- 
spection and direct supervision over the acts of each employee 
by the one at the head, there has been a corresponding develop- 
ment in directing responsibility, and a corresponding need for 
administrative aid and advice. It has been out of this situation 
that the business professions have grown. They are the product 
of a growing demand for specialized council in the management 
of large affairs. 

A first need of business is orderly conduct—obedience to busi- 
ness rules. Complex social and institutional relations require the 
aid of advisers in the law. But in modern times a general lawyer 
will not suffice. The railroad president needs a railroad lawyer ; 
the steamship owner would have a maritime lawyer; a large 
land owner for advice goes to the real estate lawyer; the mer- 
chant finds himself handicapped without a commercial lawyer; 
an applicant for patent right seeks out a patent lawyer; one in- 
dicted for infraction of the law goes to a criminal lawyer, etc., 
etc. The broad designs of projected business enterprise make 
quite as essential to successful administration the employment 
of one who has been trained in engineering. But the engineer, 
specialized though he is, finds many problems which are laid 
before him too difficult for a single man to comprehend. A 
concern which is projecting an electrical enterprise demands 
council and direction from one specially trained in electrical 
mechanism; the laying of a road calls into service a railroad 
engineer ; he who would span a river must have need for a bridge 
engineer ; the factory project is foredoomed without a mechan- 
ical engineer. So, too, the housing of modern business makes 
necessary the architect. 

But with all the many professional specializations of law, 
of engineering, and of architecture, there is one commanding 
feature of administration, both public and private, that we have 
failed to comprehend, viz, CONTROL. Administrative control 
is the professional field of the public accountant. 
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The newness of the profession, as well as failure on the 
part of men who have been wrestling with the problem of ad- 
ministration to appreciate the advantages to be derived from 
resort to advisers specially trained in matters pertaining to 
control, may be the reason assigned for an article on “ The Scope 
of the Profession of Accountancy.” The newness of the profes- 
sion is due to the newness of the need. The development of great 
industries employing thousands of men, operating many depart- 
ments, engaging in a great diversity of undertakings, and dis- 
tributed over wide areas, the consolidation of these great in- 
dustries under common management and control is compara- 
tively recent. With widening intelligence of communities, and 
with the more comprehensive corporate organization made pos- 
sible by better education and a better understanding of conditions 
essential to success, the limitation to organic progress is found 
in the limitation to intelligent and effective control 


There has been a certain slowness on the part of men at the 
head of affairs to grasp the advantage of taking professional 
advice with respect to devising, installing, and operating the ma- 
chinery by means of which their control may be made the more 
effective and complete, This has been due to one of two facts: 
(1) with the seeming prosperity which they are enjoying, they 
have failed to appreciate the fact that their control was gradu- 
ally being lost until, in business misfortune, they have been forced 
to admit their own inability, or (2), appreciating the fact that 
they are losing control they have not known where to turn for 
advice; they have regarded the public accountant in the same 
light that they have been accustomed to regard their own book- 
keepers—the clerks in their employment whose training has been 
one of copying bills and footing columns of figures, not knowing 
their administrative importance, and whose responsibility was 
confined to a single part in the routine of the business or institu- 
tion over which the manager presided. 

























Professional Not long since a professor in one of our leading state uni- 
Qualifications yersities sent out a circular to practitioners, calling for answers 
of a2 to the following questions: (1) What is an accountant? (2) 

* Can a minor (that is, a person under twenty-one years of age) 

do the work of a public accountant? if not, why? One of the 
communications sent put answers to the questions asked in sub- 
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stance as follows: (1) A public accountant is one who, by train- 
ing and by experience, is fitted to perform, and who holds him- 
self ready to render, services of the following kind: First: To 
devise systems of accounting control adapted to the administra- 
tive needs of undertakings, public or private; to install systems 
of control so devised ; to supervise the execution and administra- 
tion of systems of control which are already installed. SEcoNpD: 
to audit or critically examine systems of account as a means 
of detecting irregularities of any kind, whether of ignorance, 
fraud or mistake, and of determining and certifying to the ac- 
curacy of accounting results ; to report to managers and to others 
interested the financial condition, the operative results, the gains 
and losses, the distribution in dividends of net profits or surplus 
of a going concern, or the distribution of the estate of a concern 
on winding up. THrirp: To make examinations and special re- 
ports pertaining to any matter or aspect of a business or under- 
taking, public or private, involving financial analysis. 

The reasons why a minor may not do the work of a public 
accountant are primarily two: (1) that an accountant must 
necessarily be a person of legal responsibility, and (2) that a 
person under twenty-one years of age cannot acquire the train- 
ing and experience necessary to render professional services and 
give professional advice. The first of these reasons should be 
an absolute bar to anyone attempting to practice a business pro- 
fession, whether that of law, engineering, architecture or ac- 
countancy. Professional advice brings one into confidential re- 
lations with his clients. These relations are such as to carry 
with them much civil responsibility. It is on the statements made 
and certificates granted by public accountants that many of the 
important business judgments of to-day are based. Accounting 
malpractice is even more serious from the point of view of 
responsibility for financial loss than is malpractice in any of 
the other professions. The profession being a new one, mal- 
practice is not so strictly defined; the courts have been accus- 
tomed to look with greater leniency on statements of accountants 
than on the advice given and the services performed by members 
of the legal or medical profession. The great harm that has 
come to the business world from lack of definition and want of 
recognized standards will ultimately force legislatures and courts, 
and even accountants themselves in self-protection, to demand 
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that cognizance shall be taken of professional misconduct. But 
even with the present lack of definition as to what constitutes 
professional malpractice in accounting, there is a civil responsi- 
bility for false statements which should debar from practice 
anyone who is not of an age to be held in civil damage on breach 
of contract. 

The second reason urged is not one which pertains to any 
particular age, and, therefore, not one concerning which it may 
be said that on reaching his majority a person is, or is not, fitted 
to render such services. It is in the time necessary to obtain the 
training and experience needed for the exercise of sound pro- 
fessional judgment and for the giving to men of affairs directive 
advice that the limitation on youth is found. To give profes- 
sional advice, to organize, to install, to supervise, to audit, to ex- 
amine the workings of a system of control, and report on its 
defects in such manner as to be of highest assistance to those 
who have administrative problems to meet and whose affairs 
are of such proportions as would demand the services of a pub- 
lic accountant, calls for a talent and a training as extensive as 
the practice of law, medicine, architecture, or engineering. In 
its nature accounting is a highly technical profession. It re- 
quires not only an intimate knowledge of the organization and 
management of a particular business for the purpose of which 
advice is to be given, or as a basis for the administration of 
_which a system or report is to be prepared, but also a thorough 
knowledge of the organization and management of many other 
allied businesses as a basis for professional judgment. It is 
seldom that a person may be found under twenty-one years of 
age who has acquired the knowledge and experience necessary 
to render professional services of this kind. 


The second academic inquiry above referred to may have 
proceeded from an error too frequently made—that an account- 
* ant is a bookkeeper. An accountant has nothing more to do with 
bookkeeping than an architect has to do with building. The 
architect does not carry the hod nor wield the trowel; neither 
does he direct the building process. He makes the plans for the 
guidance of builders; he supervises the work of buildings; he 
makes critical reports concerning the building operation. The 
bookkeeper is to the company accountant what the brick-layer 
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is to the builder; to the public accountant he stands in much the 
same relation as the hod-carrier does to the architect. The 
company accountant is one to whom is intrusted the execution 
of a system which has been devised and installed. The book- 
keeper makes the entries and co-operates in keeping the records, 
each one playing a part which, in itself, is clerical and routine, 
but through the co-operation of the many who are attending to 
these details under the guiding talent of the company accountant, 
the operative results are obtained, and the many transactions of 
the business are so classified and digested as to indicate personal 
responsibility ; these results and this analysis laid before the 
manager, the operative head, the board of directors, or the stock- 
holder, lays the foundation for the exercise of business dis- 
cretion. Business judgment will be good or bad; business itself 
successful or unsuccessful as the system of control thus operated 
is true to the administrative needs of the enterprise. 

That there are those in the older professions even with all 
their legal and police precautions against admission of incompe- 
tents to practice, who hold themselves out as professional but 
who have absolutely no right either to invite or to obtain public 
confidence, would not be gainsaid ; yet this would be poor excuse 
for a man at the head of a great concern for refusing to avail 
himself of professional advice. So in a matter of such import- 
ance as administrative control, neither the failure on the part 
of the manager to recognize the ability of those competent to 
advise, nor confidence in his own ability to manage without pro- 
fessional accounting advisers should preclude insistence on the 
part of directors and stockholders that professional advice should 
be sought and obtained. The failure or refusal of an officer or 
manager to avail himself of the opinion of a lawyer would be 
short-sighted to the extent of unfitting him for the responsibili- 
ties of the position. Safe conduct of business requires strict 
observance of its many rules and regulations. To guarantee safe 
legal conduct counsel is taken from a lawyer. Quite as danger- 
ous would be official judgment with reference to an engineering 
problem without the advice of a professional engineer, as would 
be a serious corporate act without a lawyer. In matters of build- 
ing construction, the guiding hand of an architect may be consid- 
ered a reasonable precaution against dangerous or costly mis- 
takes. The same view has long since prevailed among our best 
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and most successful administrators with reference to matters 
of control; and in England, as a matter of protection, the law 
of corporate organization requires that the stockholders shall 
select an independent auditor as a condition precedent to the 
corporation doing business. This is an expression in legal enact- 
ment of a necessity which waits not on the personal opinion of 
officers intrusted with the capital and properties of a great in- 
stitution. 


In devising a system of accounting control, or in seeking to 
reform a system already in operation, the public accountant is 
called on carefully to study the plan and purpose of organization 
as well as the operative conditions under which the business is 
carried on. This accomplished, the professional question is one 
of adaptation of administrative means to end. A system of 
accounts is an accessory to administration ; its plan and function 
is to assemble the facts of a business through the various 
branches, divisions and departments, and to state these facts in 
controlling accounts and in summaries of controlling accounts. 
. What the controlling accounts shall be, and what the sum- 
maries to be drawn from these controlling accounts, depends on 
the administrative problems to be solved. 

A second subject for professional thought in this relation is 
one of determining what administrative questions are vital. 
This goes not only to the general office but to each superintend- 
ent and to each employee who has any discretion with reference 
to the management of the concern. In the departments and di- 
visions of the work the data must be collected with reference 
to the problems that are there to be faced. In each department 
or division, a different set of questions must be answered. The 
unity to the system is given by the unity of corporate purpose 
which expresses itself in the judgment to be exercised by those 
at the head, and in the unity of organization. Thus, depart- 
mental and subsidiary accounts come to be shaped and molded 
into form from which controlling summaries are carried to 
the general books, and through these to the summaries and re- 
ports that are laid before officers and stockholders. The pro- 
fessional problem of devising a system of administrative control 
has in it the same two elements which in the practice of medicine 
are recognized and expressed in the work of the diagnostician 
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and that of prescribing physician. It may happen, as is the prac- 
tice there also, that the one who may have a special gift or 
power of diagnosis is not as well qualified to prescribe, while 
another who is less able in critical analysis, is able to devise and 
administer remedies. In such cases, the two thus specially 
gifted, each working in his own line, may co-operate with the 
highest success. 

In the practice of accountancy one may be called on to devise 
a system of administrative control simply for the purpose of 
submitting it for the consideration of officers in controlling po- 
sition. In other words, the accountant, as the architect, may be 
asked to submit plans, the question of the adoption of these plans 
being entirely tentative, or left a subject for future consideration. 
Such a practice, though not infrequent, may be considered as 
unusual. When a management comes to know that administra- 
tive reform is necessary, the urgency of this reform is so great as 
to make necessary immediate action, and the accountant em- 
ployed is usually engaged with the understanding that the 
system, as devised, will be installed, reliance being had, in large 
measure, on his professional judgment as to the nature or char- 
acter of the system. 

After devising a system intended to meet the administrative 
needs of a business, the next professional problem is one of in- 
stallation. This brings with it new difficulties. It usually hap- 
pens that the institution has long been a working enterprise. It 
may have grown from small beginnings to large proportions— 
from beginnings when there was little need for record or ac- 
count. The most of the staff may have been trained when the 
enterprise was so small that controlling intelligence was had 
through personal contact. The business has grown. The men who 
are intrusted with the many details have gradually passed from 
under the proprietor’s immediate supervision and direct view. 
The one at the head appreciates the need for a system which will 
supply the data which is now wanting and which is necessary 
to intelligent consideration of the problems before him. He 
must have an exact picture of operative results and an exact 
location of personal responsibility. Not that he doubts the in- 
tegrity of those who have served him long and well, but he 
comes to recognize his own limitations and theirs on account 
of the largeness of the organization. 
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During this period of development many departments have 
been established, each working according to custom and, with 
these customs established, co-operating to a common purpose 
without friction or dissent. To attempt a sudden change, to sug- 
gest or require any new adjustments, in most cases will be re- 
sented. The business has succeeded and the subordinates feel 
that their methods are right. Instead of co-operating, therefore, 
to secure to the institution economies which may be effected 
through a change, there is a disposition to stand in the way and 
to throw the responsibility for decreased efficiency or for failure 
on the one who is seeking to alter the old practice. Like the 
corps of printers who opposed the introduction of the type-set- 
ting machine; they operated in such a way that with stops and 
breaks, recastings, resettings, and corrections, the proprietor de- 
cided that the old method of hand-setting was more economical 
than the new machine. 

The first work to be accomplished, therefore, in the installa- 
tion of a system is to obtain the sympathy and intelligent co- 
operation of those on whom the institution must depend for 
the execution of the system, and primarily the one responsible 
for accounting control. But the campaign of education cannot 
stop here. The company accountant may be able to control his 
subordinates and carry out the design of the public accountant 
wliose plan has been adopted, but a factory system or cost system 
requires also the earnest co-operation of the operative heads. 

The problem of intelligent co-operation is but one of the many 
requiring professional judgment in the process of installa- 
tion. The accountant must likewise consider the manner 
in which the system shall be installed. Shall the whole plan 
adopted be entered wpon at once? Shall each department and 
branch begin with new forms and new books, as of a certain 
day, or shall the installation be piecemeal? Much may depend 
on the wisdom of these decisions. Again in a manufacturing 
or commercial business, the introduction of a cost system may 
require the taking of complete ang accurate inventories and 
the making of appraisements. A plant which carries stocks of 
materials and finished product in great variety and quantities 
distributed through departments and operative divisions, which 
has a considerable portion of materials in process and whose 
operations cannot be stopped for a single day without great sac- 
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rifice, presents a problem to the accountant requiring the highest 
executive talent. The foregoing are suggested as some of the 
professional questions and difficulties which fall fairly within the 
scope of a professional engagement in the installation of a new 
system of control, or in the modification of an old one. 


Seldom does it happen that a management may safely leave 
a new or modified system of administration in the hands of 
employees trained under a régime that differs essentially from 
it and which requires a new class of judgments in order to ob- 
tain the intended result. The whole course of institutional habit 
may be changed and this may not be safely undertaken without 
the professional supervision of some one who thoroughly com- 
prehends the plan, and who is not hampered by the traditions of 
the place. The staff must be trained. This must be considered 
a third class of professional employment having to do with what 
is known in the practice as “system work.” Professional em- 
ployment for the purpose of supervision, however, may not be 
confined, or in any manner connected with a new system. In- 
stead of having a company controller, a corporation may engage 
the services of a public accountant to assume this controlling re- 
sponsibility, his supervision or control being exercised through 
an accountant in charge or through the regular company or 
chief bookkeeper. The practice is a growing one and has much 
to commend it. 

As has been suggested, an audit has to do with the critical 
examination of a system of accounts as a means of detecting 
irregularities, whether these may have been due to ignorance, 
fraud or mistake, and with determining and certifying to the 
accuracy of accounting results. An audit, therefore, must have 
a direct relation to the system of control in operation. It also 
has itself a controlling purpose—that of reporting to the parties 
in interest for whom the audit is made. 

In a corporation there are three parties for whose benefit a 
system of control may be considered to have been installed. 
Primarily, the system is for the benefit of the proprietor. The 
share proprietors of the corporation are the stockholders. They 
it is who own the corporation. It is to be held in mind, how- 
ever, that the share proprietor does not own any of the prop- 
erty, nor is he permitted to exercise any of the powers or func- 
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tions for which the corporation has been organized and char- 
tered. The proprietor of the assets and franchises, therefore, 
is the corporation itself which is a legally created, fictitious per- 
son, authorized to receive from the shareholders the capital con- 
tributed by them, but which in turn, as a legal person, is made 
responsible to them. 

The second class of parties in interest is the board of direct- 
ors. A director is a representative of the stockholder who is 
intrusted with the direction of the affairs of the company. He 
is not a trustee of the properties in the sense of holding the legal 
title, since the legal title to the properties is in the corporation. 
He, however, is a trustee to the end of being responsible for 
the direction of the affairs of the company and for giving au- 
thority to those who are intrusted with the actual possession 
of properties or funds. 

The third class of parties in interest is the officers and cor- 
porate agents appointed by the board to take possession of the 
properties, and to manage and control the current operations of 
the business. This may be called the operating group. The 
officer of the company is in no sense a proprietor nor a direct 
representative of the proprietor. He is an agent of an agent— 
the trustee of a trustee. Having no legal title to the property, 
his trusteeship is one of possession and his vigil one of respon- 
sible management. His responsibility for property is, one of 
‘accountability for properties placed or coming into his possession 
as agent, his responsibility for the management of the business 
of the corporation is one of economy and intelligence. The 
system of accounts, having to do with the detailed transactions 
and business of the company, must necessarily be a part of the 
operative machinery and, therefore, under the direct control of 
the officer or agent of the proprietor. 

With respect to these several relations, auditing has an im- 
portant bearing. If the employment of the auditor is by the 
officer, then the scope of the audit must necessarily be confined 
to the operative result obtained and cannot go into the question 
of the conduct of the officer hmself. If the auditor is employed 
by the board, both the question of operative results obtained and 
the fidelity of officers with respect to properties and funds. within 
their possession may be reported on. In fact, all questions per- 
taining to officers, their ability, efficiency and fidelity, as well 
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as the fidelity and efficiency of the staff employed by the officer. 
But, again, the auditor, being limited by the scope of his em- 
ployment, is precluded from reporting to the board on the acts 
and trusteeship of the board. It is only when the auditor is 
elected or appointed by the stockholders that the scope of em- 
ployment is co-extensive with the proprietary control to be ex- 
ercised. It is for this reason that the auditor in Great Britain 
has a much freer hand and a wider scope for inquiry and re- 
port than has the independent auditor in the United States. 
Under English law, as before suggested, the stockholder is re- 
quired (in his own protection and as a part of the exercise of 
stockholding responsibility) to elect an independent auditor at 
the annual meeting when other officers are chosen, who shall 
have free access to all books, records and accounts, who shall 
sign all statements made to the stockholder or to the - public, 
and who shall become both civilly and criminally responsible 
for the accuracy of statement of every material fact presented. 
Such an employment puts auditing on the highest possible plane 
and gives both to officer and to stockholder, and director the 
protection of a disinterested, critical report on the system of 
records and accounts kept by those in operative or trust position. 

An audit may be either special or general, partial or com- 
plete. A partial audit may be undertaken for the purpose of 
critically examining as to the accuracy of statement, or account- 
ing results obtained for any particular department, branch or 
phase of the work. A general audit comprehends all of the rec- 
ords and accounts of the company. When, however, employ- 
ment is limited to the operative accounts, the term general audit 
is given to a complete investigation and report on the accounts 
kept which reflect operation. The employment may also include 
instructions for an examination and report on the system of 
control. 


In considering the scope of the profession of accountancy, a Special Exami- 
distinction is made between auditing and examinations. An nations and 
audit is a critical examination of the accounts for a definite ac- Reports. 


counting purpose. The term “ examination,” as applied to the 
work of the accountant, has a broader significance. As sug- 
gested, the employment may be for an examination of the system 
of control as well as for an audit. Such an examination goes 
far beyond the audit, and undertakes to determine in what man- 


5!I 





The Journal of Accountancy. 


ner the system of control is weak or wanting; whether in the 
accounts, in the organization or in the execution. For the pur- 
poses of control the records and accounts are but a part of 
the system. One of the strongest branches of the administration 
looking toward control is that of inspection. The examination 
and report on the system of control involves also the organiza- 
tion of the company itself, in so far as this is provided for in 
charter, by-laws or departmental arrangement. As a result of 
such an examination, it frequently happens that the accountant 
will recommend the changing of charter provisions and by-laws, 
and the reorganization of departments, even going to the ques- 
tion of the physical arrangement of the plant and the organiza- 
tion of the operative staff. 

The end of control being one of economy as well as fidelity, 
every question that enters into the economic result as portrayed 
in accounts of earnings, expense, net earnings, or profit, or loss, 
surplus, or even the distribution of profits in dividends or sur- 
plus, in so far as this may affect the question of capitalization 
and working assets, may come before him. As in the case of 
auditing, examinations may be either special or general, partial 
or complete. A bondholder may wish to have some specific in- 
formation which he has a right to obtain but which is not fur- 
nished to him in the report. Such an examination may not in- 
volve an audit, either special or general. It may not involve 
‘inquiry into any question of control. It may have reference 
only to certain investment rights. Again the stockholders may 
wish to have an examination into the question of assets and lia- 
bilities without going into the matter of control and without 
any question as to operative results. Every variety of question 
pertaining either to the management or to the proprietary rela- 
tions may be a subject for special examination. 


The general scope of the work as above defined in relation 
to the devising, installation and supervising of systems of con- 
trol, in relation to auditing, in relation to the making of ex- 
aminations and reports—either general or special—is well rec- 
ognized and well established. There are, however, certain as- 
pects of professional employment that are not so thoroughly 
understood by the public. Among these are the consultive and 
advisory relations with those who are practicing in allied busi- 
ness professions. 
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A factory is to be planned or remodeled. The plan or altera- 
tion must have special reference to the economies of operation. 
Not only are the mechanical devices to be so placed and related 
as to get from them the highest working efficiency with the least 
expenditure of power, but materials, product, stock and com- 
mercial shipments must be handled. The administrative organiza- 
tion to this end lies quite as much within the training and profes- 
sional experience of a public accountant as it does within the 
thought and experience of the mechanicai expert. Not infre- 
quently does it happen that the engineer leaves out of account 
the problem of efficient and economic control and management 
of the working force which is not directly connected with the 
machinery installed. 


Even more closely related is the work of the public account- 
ant to that of the lawyer. The data of accounts is, or should 
be, legal evidence. In all matters pertaining to the determination 
and adjustment of the rights of parties (when the evidence of 
these rights and relations is to be taken from records, papers, 
vouchers and accounts) the lawyer may find of inestimable value 
the services of the accountant who is competent to appreciate 
the significance of legal evidence to collect, analyze, classify and 
summarize this and to state it in relation to legal issues. In 
many cases such professional collaboration is essential. In 
contentious proceedings, the lawyer is seriously handicapped be- 
cause his evidence has not been properly prepared for trial. An 
instance of this kind will serve to illustrate. A case involving 
the rights of an income bondholder came to trial. The plaintiff 
was a lawyer who could not appreciate the significance of accounts 
and who, for his case, relied on the company’s statement of earn- 
ings, contending that the reserves set up in the balance sheet 
as “reserves for renewals and expenses” could not be pleaded 
against his client. The court decided that under the income bond 
contract, the company had a right to make such a reservation 
as a means of protecting the prior lien bondholders. Had the 
attorney for the plaintiff had an examination made by an ac- 
countant competent to analyze the transactions of the company it 
would have been found that not only had sufficient amounts been 
charged to the accounts of repairs and replacements to keep the 
property in condition, but that a large amount had also been 
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added for betterments. Evidence might have been brought to 
court which would have conclusively demonstrated the fact 
that the “ Reserve,” so far as the income bondholder was con- 
cerned, was an unincumbered and disposable surplus out of which 
dividends should have been declared. 

Examinations for the purpose of assembling the obtainable 
evidence on which complaints are to be drawn, collaboration in 
the drafting of complaints based on accounting evidence, the 
correlation of testimony for the information of witnesses and the 
coaching of witnesses preparatory to trial, the giving of expert 
testimony at hearings before referees, the coaching of the trial 
lawyer on the facts and the character of evidence supporting the 
facts, the making up of statements and reports for attorneys rep- 
resenting estates, are among the many consulting and co-working 
relations that may be established between accountancy and law. 

The reference made to giving expert testimony calls to mind 
one of the serious professional mistakes made even by account- 
ants of high standing and unquestionable ability. It is a com- 
mon practice among bookkeepers (whose incompetence has ren- 
dered them unfit for even a clerical administrative position) to 
advertise as “expert accountants.” By this self-assuming and 
self-laudatory phrase it may happen that they obtain enough 
of independent employment to provide for subsistence. The 
“ bookkeeper-out-of-a-job” phase of practice -has long since 
ceased to be a dominant thought in the public mind. Yet the 
professional card continues this form of announcement and when 
on the witness stand the accountant being asked his business 
or profession will answer “expert accountant.” This answer 
has led many a witness to his downfall. ‘“ How expert are 
you?” is a question on cross examination which puts the jury 
on inquiry and the witness on the defensive. What would be 
the answer of a lawyer, a physician, a dentist, an engineer, an 
architect? “I am called as an expert witness.” An “ expert 
witness ” has a definite legal and professional significance. When 
an accountant introduces himself as an “ expert accountant,” he 
puts himself on a level with an “ expert blacksmith,” or an “ ex- 
pert haircutter.” The self-laudatory appellation is neither dig- 
nified nor modest ; professional reputation is a subject for clients 
to advertise and when proclaimed by the practitioner it usually 
signifies the quack. 
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The limit to institutional progress is the limit of intelligent Relation of 
control. Without a system of efficient and intelligent control Accounting to 
institutional bigness becomes a social menace, and an economic /nstitut 
mistake. With institutional control which not only requires an 
accounting for properties but which also holds each trustee, 
officer, employee or agent to responsibility for his acts and meas- 
ures his working efficiency, with a control which permits the 
one at the head of an enterprise to take a broader survey of com- 
mercial, industrial, social and political conditions and to draw 
into his service departmental heads and professional advisers 
of demonstrated ability, with a control’that will train all the 
brain force, the nerve force, and the nature force in an organized 
group to the working out of a common purpose—a purpose 
that is shaped to the ends of common welfare through the laws 
of incorporation—with such a control, the larger the institution 
the more nearly will be realized our best ideals, both of national 
and individual well-being. 

The recent public corporate scandals which have been coinci- 
dent with a decade of corporate combination and consolidation 
in each case is attributable to an administrative system that is 
primitive and which lacks the essentials of control. The causes 
of malfeasance and non-feasance in public office, federal, state 
and municipal, are to be found in lack of civic and administrative 
control. Legislative inquiry, executive inquisition, departmental 
inspection and judicial investigation in each case has brought 
to light a condition of proprietary impotence and of official arro- 
gance and infidelity which was before unknown. The educa- 
tional effect of exposure has been to convict the citizen and the 
investor of negligence—of failing to provide for themselves pro- 
tection and for their corporate servants a system of control which 
will enable them to meet new and enlarged responsibilities with 
ability and honor. Without such a method of recording compe- 
tence and honesty, every increase in corporate function and cor- 
porate capital becomes an added inducement to misappropriation 
and fraud, a new opportunity for public and private corruption 
which goes under the familiar title of “ graft.” 

But aside from the moral question involved the record of 
business failure carries with it an injunction that cannot be held 
in contempt. Corporate receiverships, proceedings in bank- 
ruptcy, voluntary and involuntary retirement from the field of 


55 





The Journal of Accountancy. 


business activity, commercial and industrial failure, all carry 
the same precept, while the persons and institutions which have 
been conspicuous for success have been those which have pro- 
vided for themselves systems of control adequate to meet the re- 
quirements of their business, and enable those responsible for 
judgment to exercise intelligent discretion, holding the whole 
working group to a strict account. In a well-organized and 
well-controlled department store the loss of a piano or of a spool 
of thread would with equal cert inty locate itself in personal re- 
sponsibility, while saleswomen, managers, and division heads 
all find their measure in the controlling accounts of the pro- 
prietor. If there is a loss there is no difficulty in answering the 
interrogatory “Why?” Before the mind of the bankrupt, on 
the other hand, this question becomes a matter for reflection after 
his estate has passed into the possession of his creditors or has 
been converted to the use of irresponsible employees. It is in 
the enlarged proportions of modern business and corporate or- 
ganization, in the increased responsibilities placed on officers, 
agents and employees, in the greater demands made on human 
capacity co-operating in organized industrial, commercial, social 
and political groups that we must look for the broader aspects 
of accountancy and its relation to modern institutional progress. 
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EDITORIAL. 


Purpose and Scope of This Journal. 


The Editors present the first number of THE JouRNAL OF 
AccounTANCY to the American accountants in the belief that this 
magazine marks the beginning of a movement which has for its 
object the establishment of accountancy in law and opinion as a 
learned profession. 

Within the last decade accountancy has made rapid strides. 
Several states have formally recognized it as a profession by 
providing for examinations leading to the degree of certified 
public accountant. Five of the largest American universities have 
organized instruction in accountancy. A large number of the 
most important railroads and industrial corporations subject their 
books to periodical audit by public accountants. Banks, trust 
companies and insurance companies have more recently adopted 
the same plan as a guarantee of security to depositors and policy- 
holders, and the best method of protection against fraud. Manu- 
facturers are calling upon the public accountant to install cost 
systems, banks are requiring borrowers to secure accountants’ 
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certificates to the statements submitted as a basis for credit, and 
states, municipalities and public institutions in constantly in- 
creasing numbers, are engaging the services of the profession 
to introduce system and order into their affairs. These indica- 
tions of the growing appreciation of accountancy are the source 
of gratification and encouragement to its members; and there is 
no reason to doubt that they will receive even more substantial 
recognition in the future. 

Much, however, still remains to be done before accountancy 
can take the stand on the plane of medicine and law. Every state 
must grant legal recognition to this new profession, not merely 
by establishing boards of examination and registration, but by 
according the recognized public accountants certain privileges 
and some protection of their relations with their clients. The 
universities must be brought to a clearer recognition of the im- 
portance of accountancy instruction, both as a branch of pro- 
fessional training and as an indispensable element of general 
education. Other means of education must also be devised for the 
benefit of those whom circumstances exclude from the advantages 
of a university education. A body of accountancy literature must 
be developed. The corporation laws of the United States must 
be modified to require compulsory audit and publicity of cor- 
poration accounts. Above all, the accountants themselves must 
improve and firmly maintain those standards of professional 
efficiency and ethics which already exist, and without which 
the dignity and value of their calling as a learned profession 
cannot be maintained. 

To the attainment of these objects and the realization of these 
ideals, THE JoURNAL OF ACCOUNTANCY will be devoted. Its 
pages will contain the best thought of the profession on the in- 
tricate problems which they are called upon to solve, and will 
also present the literary work of men eminent in their various 
branches of business on accountancy subjects. These leading 
articles will crystallize professional thought and broaden pro- 
fessional interest, while at the same time enforcing upon the 
business world the necessity of placing the solution of difficult 
problems in the hands of the professional expert accountant. 
THE JouRNAL will contain news of accountants in all countries 
where the profession is practiced; it will present each month a 
digest of legislation and legal decisions of interest to accountants ; 
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its book department will review the literature in this field, and its 
educational and correspondence departments will present the 
examination questions set by the state boards of accounting ex- 
aminers, and will offer opportunity to accountants to present and 
discuss the various problems proposed. The editorial pages of 
THE JoURNAL will deal with the important professional issues 
which are constantly being raised. 
In a word, THE JoURNAL OF ACCOUNTANCY will represent in 
the best and broadest sense, the interests of the accountancy pro- 
fession, and its editors invite and expect in return the co-operation 
and support of every public accountant in the United States. 


A Word With Our Friends. 


The editors of THE JourNAL oF AccouNTANCY realize their 
incompetence to make this magazine what it ought to be and must 
be. Despite our everlasting vigilance, we expect to make a lot 
of blunders and to perpetrate some astonishing crudities. The 
task before us—and we undertook it because we were asked and 
because somebody had to do it—calls for pioneer genius, brawn 


and patience. Accountancy has never had a voice in the United 
States. Heretofore its hopes and ideals have found fugitive 
utterance only in lost pamphlets and forgotten addresses. Now 
it is to speak regularly, wisely and consistently in THE JoURNAL 
oF ACCOUNTANCY, and the editors must be the medium through 
which the right words are spoken. We shall fail unless you 
help us. 

By “ you,” we mean every man who calls himself an account- 
ant. We do not care what other people call you. As yet no stakes 
have been driven or fence built around the profession of account- 
ancy. That will come later, but to-day any man who believes 
he is doing the work of an accountant has a right to be heard, 
and the logic of the situation demands that he be one of our 
friends. 

This is what you must do to prove your loyalty to the pro- 
fession, your hope for THE JoURNAL OF ACCOUNTANCY, and your 
willingness to help us: (1) Subscribe; (2) praise THe JouRNAL 
publicly and criticise us under cover of a two-cent postage stamp: 
(3) tell us how to improve THE JoURNAL. 


59 





The Journal of Accountancy. 


Concerned about Yankee Morality. 


Under the heading “ Yankee Boodle,” the London Speaker 
of October 7 comments on the remark of a New York bank presi- 
dent to the effect that the weekly bank statement is a “ farce.” 
The Speaker intimates that the banks, in times of stress, make 
a practice of “ shunting loans onto the trust companies,” which 
are not compelled to carry any cash reserve. This practice so 
excites the London editor that he remarks, “One begins to 
wonder whether the sense of honesty and commercial morality 
is dying out of the American people altogether.” 

THE JourNAL feels like assuring its contemporary that there 
is no cause for alarm or wonderment about American honesty 
and integrity—at least none that can be deduced from the New 
York bank statement, unless the Speaker is prepared to admit 
that the Bank of England has itself been engaged for many years 
in an evil and dishonorable practice. The relation which exists 
between the Clearing House banks and the trust companies of 
New York is precisely like that which has long existed between 
the Bank of England and the Joint Stock banks of London. The 
latter, despite their tremendous liabilities, carry practically no 
cash reserve. They depend entirely upon the Bank of England 
just as our trust companies lean upon the Clearing House banks. 
Shall we therefore conclude that the statement of the Bank of 
England is a “ farce”?_ Not at all. It shows the financial con- 
‘dition of the institution holding the ultimate banking reserve 
in England, but does not and cannot show the extent to which 
the credit of other institutions has been expanded. In the same 
way the New York bank statement shows the condition of a 
group of institutions which hold the banking reserve of the 
United States. The combined statement of the New York Asso- 
ciated banks throws more light on the general financial situation 
in the United States than does the statement of the Bank of 
England on the situation in the United Kingdom; for the New 
York banks occupy relatively a much more important position 
in this country as compared with the trust companies than does 
the Bank of England as compared with the joint stock banks. 

The bankers of New York are probably quite as straight and 
honorable as those in London. Greater publicity is needed in 
both cities. In New York the trust companies should be heard 
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from more fully and more often, and in London there would be 
less danger of recurrent panic if all the great banks were com- 
pelled to publish regular and complete statements of their con- 
dition. The New York bankers are making strenuous efforts to 
compel trust companies to carry an adequate reserve, hoping 
thus to strengthen the situation; but in London, where a similar 
weakness exists, no such movement among the bankers has been 
undertaken. On this score, therefore, London has no occasion 
as yet to weep over the wickedness of New York. 


THe JourNAL or AccouNTANCy will publish from time to time the 
papers set in the C. P. A. examinations in the various states, and will 
also, when space permits, print solutions of some of the more difficult 
problems. This department will be maintained for the benefit of stu- 
dents of accountancy in all parts of the United States and Canada. The 
editors will give prompt attention to all inquiries relating in any way 
to the profession of accountancy, replying either by mail or in THE JouRNAL. 


Mr. Philbin was altogether right when he calied the attention of the 
banqueters at Hotel Astor to the accountant’s appreciation of “ good will” 
as an asset. That banquet, like the annual meeting which preceded it, was 
evidence not only of such appreciation, but also of the fact that “good 
will” is a permanent asset of the American Association of Public Ac- 
countants. 


The need of an accountancy forum is illustrated in this number by Mr. 
Montgomery’s attitude with regard to the right of accountants to peculiar 
civil and legal privileges. His position is the opposite of that taken by rep- 
resentatives of the New York State Society at Albany last winter. Evi- 
dently discussion is needed, and THE JourNnat will welcome it. 


The official report of the annual meeting of the American Association 
of Public Accountants is printed in this number of THE JournaL. This 
meeting will stand as a landmark in the history of accountancy in the 
United States. 


In Tue Journat’s “Book Department” will be found each month 
reviews of books falling within the field of accountancy. As this field 
includes much of economics, finance and law, there will be no lack of 
books deserving notice. 


The Institute of Accounts. 

On Monday evening, October 16, the regular meeting of the Institute 
of Accounts was held in parlor “ D. R.,” of the Fifth Avenue Hotel, New 
York. After disposing of the regular business, the election of officers for 
the ensuing year was held, and the following gentlemen were elected: 

Henry Harney, President; Thomas S. Whitbeck, Vice-President; S. D. 
Patterson, Treasurer; Charles Dutton, Secretary; Wm. F. W. Veysey, 
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Assistant Secretary. Executive Council: Term expires 1906—Charles F. 
Cheney, Wm. J. Althurr, Julius Albers. Term expires 1907—Charles E. 
Sprague, Emil G. Opitz, Theo. J. Friedleben. Term expires 1908—S. E. 
Sargent, John Moull, Charles H. Barkley. 

The treasurer’s report showed the finances of the institute to be in 
excellent condition; better in fact than has been the case for many years. 

A collation was served after the business meeting and the remainder 
of the evening was devoted to social enjoyments. 


New York Society of Accountants and Bookkeepers. 


The regular meeting of this society for October was held at the Fifth 
Avenue Hotel, New York City, on Tuesday, the 1oth ult. The lecturer 
of the evening was Mr. H. C. M. Vedder, C. P. A., who continued his 
lecture on “ cost accounts,” the first section of which was delivered before 
the society previous to the summer vacation. The interest evinced by the 
members present at the first lecture was outdone by the October meeting. 
More members were present and a larger number took part in the discus- 
sion following the address. The nominating committee reported in favor 
of re-electing the officers of the society who have so ably conducted its 
affairs for the past year, and there is no reason to doubt their unanimous 
re-election at the forthcoming annual meeting. The meeting of November 
14 will be addressed by Joseph French Johnson, Dean of the New York 
University School of Commerce, Accounts and Finance, and editor of this 
journal. The fourth Tuesday meeting will be devoted to the discussion 
of accounting problems taken from the C. P. A. examination papers of 
the various states here, and from the papers set for the chartered account- 
ants of Great Britain. 


The Old and the New are Both First-Class. 


The editors feel that the following letter deserves a place in THE 
JOURNAL: 
. New York, October 18, 1905. 


To the Members of The American Association of Public Accountants.— 
Gentlemen: At the annual meeting of the members held yesterday, the 
seventeenth instant, Mr. A. L. Dickinson, C. P. A., of illiam Street, 
New York City, was elected secretary in my stead. No er man could 
have been selected for the oa He was the president of the late 
Federation of Societies of Public Accountants in the United States of 
America, which became members of the Association as from the first of 
October instant. 


In taking leave of Sh after more than ten years’ service, I have to 


thank you for the confidence placed in me. I thank you, too, for many 
kindnesses which have made me look upon you all as personal friends. 
I trust the friendships so formed will continue. Wishing you and the 
Association continued prosperity, I remain, gentlemen, yours very truly, 


Tuomas CuLLEN RoBErts. 
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DICKSEE’S AUDITING. A Practical Manual for Auditors, by Lawrence 
R. Dicksee, M. Com. F. C. A., Professor of Accounting at the Uni- 
versity of Birmingham. Edited and Published by Robert H. Mont- 
gomery, C. P. A., New York. Pp. 359; price, $5. New York: 1905. 


First published in 1892, Dicksee’s Auditing still remains the standard 
work on this subject, and is not likely soon to be superseded. The field 
of auditing is covered so comprehensively and at the same time in such 
great detail, that, ever since its appearance, Mr. Dicksee’s book has been 
recognized in Great Britain as an invaluable manual of reference. 

But while progressive American accountants give Dicksee a leading 
place in their libraries, the structure and contents of the book render it 
in some measure unavailable for American use. So large a part of the 
volume is occupied with the analysis of English cases and the discussion 
of English practice, that to a man who is unacquainted with the substantial 
uniformity of business conditions and business methods in Great Britain 
and the United States, it might well appear that the book, however indis- 
pensable in England, would not apply to America. In order to make 
Dicksee of general use in the United States it was necessary that some 
American accountant, concerning whose competency and sound judgment 
there could be no question, should prepare an American edition of Audit- 
ing, which should contain only those portions specifically adapted to 
American needs, eliminating all non-essentials in law and practice when 
considered in the light of local conditions. 

It is this task which Mr. Montgomery has set before him, and he is 
to be congratulated on the masterly manner in which it has been accom- 
plished. The work of the editor of such a treatise is indeed difficult. 
He must never forget that he is an editor, not an author, that what his 
readers expect is not a presentation of his own views, but a modification 
or re-arrangement of the work of another, which, while better adapted to 
their requirements, will still maintain the spirit and identity of the original. 
Mr. Montgomery has succeeded because he has faithfully adhered to these 
rules of literary reconstruction. The book which he presents is Dicksee’s 
book, and at the same time by elimination and skillful interpolation the 
editor has changed it from an English to an American volume, whose con- 
clusions are directly applicable to the business situation of the United 
States. 

In introducing this work to our readers no better method can be em- 
ployed than to outline its scope and to indicate something of its contents. 
The introductory chapter discusses the nature and value of an audit, 
under the threefold division of the decline of fraud, of errors of prin- 
ciple, and technical errors, and presents methods of auditing up to the 
balance sheet. Many points of practical detail are considered, such 
as the methods of handling vouchers for the various classes of expendi- 
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tures, and the treatment of the trial balance. A general account is also 
given of the methods of auditing the accounts peculiar to corporations. 
Chapter II. deals with the Methods of Account. Although it is not, 
strictly speaking, the duty of the auditor to suggest changes in the ac- 
counting methods of the concerns which he examines, he is constantly being 
asked for suggestions by his clients, and a general familiarity with forms 
and methods of accounting is, therefore, a necessary portion of his pro- 
fessional equipment. Chapter II. covers this subject in considerable detail. 
Indeed, the treatment is surprisingly specific when the extent of the 
field is considered. The subjects touched upon are: general system of in- 
ternal check, form of cash book, methods of handling discount and in- 
terest, petty cash; wages, salaries and rents; various forms of ledgers; 
loose leaf and card index systems; stores, stock and traders’ accounts; 
the use of the journal; capital stock accounts of companies; partnership 
agreements; capital and revenue expenditure; branch house accounts and 
agents’ and consignment accounts. Practical suggestions are offered under 
each head which will be found of the greatest service in opening up more 
extensive investigations into almost any phase of constructive accounting. 
It is to be hoped that this chapter will some day be made the basis of a 
work on Practical, i. e., Constructive Accounting. 

Following the discussion of accounting methods, the detailed work of 
the auditor is next considered. The instructions for the preparation of 
an audit are presented, and special consideration is given to the methods 
pursued in the audit of the general classes of business: commercial ac- 
counts, including manufacturing; mining accounts; financial ac- 
co:nts; public service corporations; transportation accounts; the accounts 
of public authorities; executors’ and trustees’ accounts; accounts 
of institutions, building an«d '- 4: associations; and professional accounts. 
The :nethods of audit applicable to practically every kind of business are 
' conside.:4 under these classifications, the discussions of the methods of 
audit apphcabie to banks and to public service corporations being espe- 
cially good. Chapter Vi. is cencerned with the principles to be followed 
in valuing different kinds of assets, and with the methods employed in 
determining their existence. An extended discussion of the principles 
and practice of depreciation is also presented. Under the “Form of 
Accounts” and “Balance Sheets” is considered the various methods of 
presenting statements of assets and liabilities. The categories of classi- 
fication are carefully worked out, and, it may be remarked in passing, 
if we may judge from published reports, this portion of “ Auditing” may 
be studied with perhaps greater profit than any other. The treatment of 
reserve funds is extremely good. In presenting the necessity of using the 
consolidated balance sheets to set forth the financial status of holding 
companies, the edition has pointed out a glaring defect in the accounting 
methods of many of the recently formed industrials. 

The technical portion of the book ends with a discussion of the subject 
of profits. The determination of profits is the ultimate object of the ac- 
countant’s efforts. It is hardly necessary to state that this offers one of 
the most serious problems with which he is confronted. Especially in the 
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auditing of public corporations, where the interest of the stockholders. 
and frequently the interest of the directors as well, is in the largest 
possible withdrawal of profits for distribution among the owners, it is 
especially important that the auditor should clearly distinguish betwee 
income and profits available for distribution. His first duty is to mak- 
sure that the assets of the company are preserved intact, and his second 
concern is to attend to the maintenance of the various reserve accounts 
which protect the margin of profits available for dividends. A variety of 
questions arise in this connection, and Mr. Dicksee goes very fully into 
their consideration. The caution which is most strongly emphasized is 
that the accountant should refuse to recognize anticipated or contingent 
profits, and should limit this account to include only the surplus earnings 
actually realized after every provision has been made for the requirements 
of the corporation. 

The concluding chapters are mainly concerned with the civil and com- 
mercial liabilities of auditors. Mr. Montgomery’s statement that care- 
ful search of the American reports has failed to reveal any decisions bear- 
ing upon the subject will no doubt cause some surprise, but the fact is that 
the position and duties of auditor in the United States are still relatively 
unimportant, and are therefore not clearly defined. Compulsory audit, such 
as is universal in Great Britain, is almost unknown in this country, and 
until the importance of an independent audit as the only effective safe- 
guard against fraud and exploitation is clearly recognized it is not to 
be expected that the auditor will be held to very strict accountability. 
The resumé of English decisions upon the subject which Mr. Montgomery 
presents, shows, however, what will eventually be the development in the 
United States, and it is of great interest to note that the auditor in Eng- 
land is held to a strict accountability for any false or misleading statements, 
which arise from fraudulent intent, from failure to comprehend the mean- 
ing of the accounts as revealed by the books, or from his failure to fol- 
low up lines of collateral investigation which the results of his examination 
of the books should suggest to him. It is further to be observed that the 
scope of the accountant’s liability is growing constantly more extended. 
Familiarity with these rules governing his responsibility will, let us hope, 
within a few years become a necessary part of the training of the American 
accountant. 

In concluding this review of a volume whose comprehensiveness makes 
any summary analysis meager and unsatisfactory, it is only just to the 
editor, since the book itself renders praise to the author quite superfluous, 
to point out again what a valuable service has been rendered in bring- 
ing this standard work within the scope of American interest. While Mr. 
Montgomery’s work has been primarily that of exclusion, he has shown 
excellent judgment, not only here, but in the numerous additions nec- 
essary to adapt the discussions to Americar needs. We have not en- 
countered any revision of an important treatise in which the editor has 
more successfully achieved the task of a thorough-going adaptation of a 
book to new conditions, while still preserving its spirit and the essential 


positions of its treatment. 
E. S. M. 
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THE ACCOUNTANCY OF INVESTMENT: Including a Treatise on 
Compound Interest, Annuities, Amortization and the Valuation of 
Securities. By Charles E. Sprague, A.M., Ph. D., C. P. Aj Profes- 
sor of the Theory of Accounts in the New York University School 
of Commerce, Accounts and Finance, President of the Union Dime 
Savings Institution, New York. Price, $2. Published for the New 
York University School of Commerce, Accounts and Finance. New 
York: 1905. 


There has hitherto been a great dearth of American books on ac- 
countancy and the School of Commerce, Accouiits and Finance is doing 
a good work through its professors in supplying the deficiency. 

There has been heretofore no work published dealing specially with 

the account-keeping on a large scale of those corporations whose special 
function on one of its sides is the investment of its funds—not the using 
of its own capital and the property of others in trading, in manufac- 
turing, in transportation or other enterprise, but the placing of those 
funds on adequate security and at a contractual rate of compensation 
in the hands of others who conduct these enterprises, the revenue being 
what the author terms “vicarious earnings.” Such investments, with 
the accompanying processes of calculation and computation of revenue, 
and the safeguarding of the principal and custodianship of its documentary 
representatives, form the subject-matter of The Accountancy of Invest- 
ment. ; 
This accountancy is specially required by fiduciary corporations such 
as savings banks, trust companies (in their original functions), insurance 
and fidelity companies; by beneficent associations, missionary societies 
and colleges, which are presumed to invest their funds, not to traffic 
with them; by large private investors, not speculators; and by trustees 
of various kinds. 

The author gives, and explains copiously, forms of account and 
methods of procedure suitable to investment in mortgages, bonds of 
all kinds, loans, etc. He lays particular stress on two points, namely: 

(1) Interest should be booked when and so fast as it is earned, not 
merely when collected in cash. 

(2) Securities costing less or more than par really produce more 
or less than the nominal interest rate and provision must be made 
for allowing for this by the process of amortization. 

The principles of amortization are not obvious at a glance, and 
require quite considerable mathematical preparation; yet they underlie 
all the operations of finance. Professor Sprague states that he is unable 
to find any textbook which would clearly explain these processes. Such 
works as the “Institute of Actuaries’ Textbook” and George King’s. 
“Theory of Finance” require a very advanced knowledge of algebra 
and skill in filling in gaps in their somewhat rapid leaps from equation 
to equation. The first portion of The Accountancy of Investment contains 
an exposition of the principles of financial mathematics, treated in the 
following order: Interest, compound interest, annuities, sinking funds, 
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amortization and evaluation. In this part of the work the author has been 
most successful in simply and clearly developing the theory by arithmetical 
reasoning alone, never frightening the reader by an array of algebraic 
symbols; so that a dry subject is made to furnish interesting reading. 

The book’s only defect is the lack of examples for practice. When 
used in the class room examples can be supplied by the instructor; but 
for private study, it would have been well to enable the student to 
test his progress and his understanding of processes by giving him plenty 
of working examples with their correct solutions. 


EXTENDED BOND TABLES. By Charles E. Sprague. Price, $10. New 
York: 1905. 


It is generally admitted by those who have studied the subject that the 
proper way to keep account of securities purchased at a premium or dis- 
count is on the basis of the amortised value, reducing on a constant in- 
come basis to par at maturity; yet many financial institutions have not 
placed their securities on this scientific basis, the labor of changing to 
that system having deterred them. Professor Sprague’s book is the 
product of a need keenly realized by himself as president of an im- 
portant savings bank. Some years ago, in preparing to change its books 
from the old par-and-cost system to a book value on adjusted cost, he 
endeavored to use the ordinary books of bond values, which are computed 
only to the nearest cent. on $100. In large holdings the values thus estab- 
lished were found to be so inaccurate as to be worthless for the purpose 
and special calculations for each case had to be made—a gigantic task, but 
finally accomplished. He determined then that tables ought to be con- 
structed giving much closer figures, and after some years of labor the 
present book is the result, which gives the nearest cent. on one million 
dollars, and income rates 1-100 of one per cent. or part. 

The book is extensively used as the standard for buying and selling 
“on a basis” in Wall street and elsewhere. Accountants will appreciate 
it as facilitating the valuation of securities, the present worth of leases 
and annuities, the amounts to be reserved by a trustee from gross income 
and the solution of similar problems often occurring in practice. 


THE BANK AND THE TREASURY: By Frederick A. Cleveland, 
Ph. D., Professor of Finance in the School of Commerce, Accounts 
and Finance, New York University. Pp. 326. Longmans, Green 
& Co. New York: 1905. 


Professor Cleveland has written an original and noteworthy contri- 
bution to our rather meager literature on banking. In the main he 
treats his subject from the accountants’ point of view, and as a result 
he raises questions and discusses subjects that have hitherto been sadly 
neglected. Most books upon banking in the English language have 
been written either by practical bankers or by academicians, and both 
classes have usually lacked exact acquaintance with the conditions and 
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accounting methods which prevail in other forms of business. As a 
result, most of our books treat of banking as a business by itself, and 
make no attempt at a comparative statement or analysis of its capital 
and other financial requirements. Professor Cleveland’s experience and 
training have equipped him to supply this defect, and in this book he has 
done the work with conspicuous success. 

The important thesis of the book concerns the capitalization of a 
bank. This is a subject which most of our treatises have ignored. 
It is commonly assumed—and this assumption finds expression in the 
National Bank Act—that a bank in a large city should have a larger 
capital than one in a country town; but the reason for this assump- 
tion is not presented, nor in any of our standard books can we find 
any discussion of the relation which ought to be maintained between a 
bank’s liabilities and the capital investment. This is the subject which 
Dr. Cleveland discusses. He presents his views in very positive manner, 
and reinforces them with abundant illustration from banking experience 
in the United States. An incidental part of his discussion—incidental 
because it is not vital to the main purpose—is the presentation of 
a plan for giving elasticity to the bond-secured circulation of the 
national banks. The chapters devoted to this part of his subject, since 
he proposes the so-called “asset-currency” school, have evoked much 
criticism, and the reader cannot help feeling that the criticism is in some 
measure warranted, for Dr. Cleveland has not taken pains in this part of 
the book to make its meaning perfectly clear to his opponents. 

The book begins with a brief review of events in the financial world 
since 1890, and then gives a masterly analysis of bank-credit and capi- 
talization. This is followed by a historical sketch of the American 
banking and monetary system, and a brief statement of the problems 
now pressing for solution. The author then takes up the important 
thesis of his book. “For the purpose,” he says, “of determining the 
' financial condition of a going concern, it has become an established 
principle of analysis that capital-resources are all those properties and 
assets which are intended for permanent or continuous use in the 
business. Two principles of administration are well settled: (1) to 
prosecute an enterprise successfully, it is necessary to provide the man- 
agement with equipment adapted to its purposes; and (2) whatever 
property, equipment and stock or working assets are permanently or con- 
stantly needed, should be provided out of capital investment. As before 
suggested, this is the purpose for which capital is needed. The proper 
equipment of a business is necessary to success. As a matter both of 
financial advantage and of financial safety, this equipment should be pro- 
vided out of capital. To attempt to provide permanent equipment out 
of temporary loans, or floating debt, is to hold the enterprise in con- 
stant jeopardy. This is as true of a bank as it is of a railroad or of 
a mine, and this is the underlying thought of the law.” 

It will be hard to find many railroads in the United States whose 
capital accounts, when the water has been squeezed out, will conform to 
the requirements here laid down, yet the foregoing is a reasonable and 
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a conservative statement of what these accounts ought to represent. 
Applying these general considerations to banks, the author holds that 
their capital investment should provide for the following items: (1) 
banking house and fixtures; (2) real estate; (3) bonds to secure circula- 
tion; (4) money reserve; (5) the accounts which it is necessary for 
a bank to maintain to provide for its out of town exchanges; (6) the 
unencumbered securities held to strengthen the cash reserve. The author 
places the balance sheets of the national banks under analysis, and finds 
them lacking on the side of capitalization, the banks of the central re- 
serve cities being farthest from the ideal. Taking the statement for 
September 9, 10903, he finds (see pages 105 and 106) that the banks 
of the central reserve cities have not sufficient capital to provide them- 
selves with the current cash reserves, saying nothing of the securities 
which they own; while the banks of reserve cities “have obtained $292,- 
000,000 of their equipment on floating debt.” By floating debt the author 
means the deposits of individual customers and of country banks. He 
finds that the national banks of the United States, to conform with 
his ideal, should add to their capitalization $354,000,000. This is an 
increase of 27 per cent., and one-half of it is needed in the city of New 
York alone. “Such,” says the author, “ would be the inevitable con- 
clusion if we accept the business judgment of bankers themselves as 
to the needs for banking equipment.” (Page 109.) 

In a brief review it is impossible to consider justly the arguments 
advanced by Dr. Cleveland in support of his position. He is doing 
pioneer work in this field, and the results of his analysis deserve the 
careful consideration of both bankers and accountants. It is to be hoped 
that his suggestive book will lead to a continued discussion of the im- 
portant subject which he has raised, and finally to some agreement as 
to the proper basis of bank capitalization. 

One of the defects of the book grows out of the author’s fondness 
for exact and scientific terminology. This leads him into a use of lan- 
guage which the average banker and reader will not quickly comprehend, 
and so makes his book more difficult reading than it ought to be. For 
example, not liking the word “ deposit,” he uses the expression “ credit- 
accounts loaned.” In his thought the deposits of a bank represent bor- 
rowed funds, hence he refers to them frequently as the loans or “ bor- 
rowings” of banks. From a scientific point of view these expressions 
are unimpeachable; but in an exposition intended to influence the judg- 
ment of practical bankers, they serve to befog the thought of the author. 
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Califor; 


The State Board of Accountancy recently held an examination of 
candidates for certificates, the following named persons successfully 
passing in their respective order of merit: F. Bromley Jansen, C. P. A.; 
C. E. N. Miall, C. A. A.; C. E. Cramer, C. A. A.; J. F. Forbes, C. A. A. 
The Board also, under a recent amendment to its rules, registered the 
certificate of George R. Webster, C. P. A., of Illinois. 

The following associate accountants (C. A. A.), having now practiced 
the required three years since their first examination, have been granted 
the C. P. A. certificate: C. E, Cornell, H. E. Gibson, Henry Laws, W. B. 
Lomax, Colin McKenzie, J. J. Rahill, C. V. Rowe. 

At a meeting of the California Society of Certified Public Accountants, 
September 21, it was resolved to join the American Society of Public 
Accountants, and our application for membership was sent to the secre- 
tary, together with a list of members, under date of October 1. Following 
is the list of officers and directors: Alfred G. Platt, president; Norman 
McLaren, vice-president; Lester Herrick, secretary-treasurer ; E. E. Bost- 
wick, J. F. Foster, F. G. Phillipps, J. J. Hassell, Percy G. Goode, A. Wen- 
zelburger. 

J. J. Rahill, C. P. A., assisted by A. G. Platt, C. P. A., is preparing 
the manuscript for a second edition of his work entitled “ Corporation 
Accounting and Laws.” The first edition has been exhausted. It is 
hoped that the new edition will be issued about December. 


With legislative action in abeyance on account of the Legislature 
of Illinois only meeting biennially, the public accountants who center in 
Chicago have not had any special matter of interest to engage their atten- 
tion of late. With the close of the holiday season, our members are re- 
turning to their offices, and it is hoped that at our next quarterly meet- 
ing we shall be able to formulate plans tending to engage the co- 
operation of the profession more heartily than ever before in all that 
pertains to the practice of legitimate accountancy. The current 
Chicago City Directory contains 96 names of individuals, firms and 
corporations engaged in the practice of accountancy. Many highly com- 
petent men are practicing the profession of a public accountant who re- 
main unidentified with any general association. Their interests are 
identical with ours, and it is confidently expected that our membership 
will be largely recruited from their ranks in the very near future. At 
present we have 45 fellows, 4 associates and 1 junior member. 

The Illinois Society has at various times in the past endeavored to 
arrange a schedule of rates to be charged by its members—dividing the 
tariff between principals, assistants and juniors. This subject will come 
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up at our next quarterly meeting for general discussion; but meantime 
the public have to be educated to understand that cheapness and ineffi- 
ciency are nearly synonymous terms. That our task will be one of great 
difficulty may be realized from the position assumed by one of our local 
judges, who considers ten dollars a day ample remuneration for any 
public accountant ! 

The University of Illinois has recently addressed a series of ques- 
tions to the public accountants registered in this state, soliciting an ex- 
pression of opinion as to the practicability of maintaining a “school of 
accounts” in Chicago. We have not been advised of the result of these 
inquiries, but believe that there are 75 to 100 young men, just entering 
upon business life, who would be glad to avail themselves of the oppor- 
tunity to study accountancy under such auspices. The graduates of such 
a school would be largely sought after for engagement as assistants; 
and when their book knowledge had been supplemented by more or 
less extended experience, their services should be of great value to estab- 
lished practitioners. 

The Illinois Society will follow with great interest the fortunes 
of THe JournaLt or Accountancy. The field before it is large, 
and as the average accountant is a busy man, and touches many 
diversified interests, he perhaps knows how much may be evolved from 
the future growth of the enterprise, provided the seed is now sown care- 
fully and diligently. 

From another correspondent: The fall business in Chicago has opened 
up in a very auspicious way. Every one seems satisfied with the pros- 
pects for the winter, and conditions are apparently favorable for a record- 
breaking trade in all lines. The losses incurred during the great strike 
in the early summer bid fair to be offset by the prospective profits, so 
that the year will probably close for the majority of business houses 
with a fair net profit. 

The accountants of Chicago expect to share in the common prosperity, 
and are already beginning to see a difference between this and previous 
years, especially in the attitude of the business public toward the pro- 
fession. There has always been a great lack of knowledge in this com- 
munity in regard to the peculiar province of the certified public account- 
ant, but there are now signs that the public are being educated to a 
recognition of the importance of the profession. This has been brought 
about by the excellent work that has characterized the older accountants, 
who have proved to each new client the value of their services, and in this 
way have extended their spheres of influence. 

Since the passage of the C. P. A. bill there has been an increasing 
interest among office men, which has led many of them to desire the 
degree, not always for the purpose of practicing as public accountants, 
but principally with the desire of acquiring a better knowledge of higher 
accounting for its own sake as well as for the greater prestige that 
the degree will give them. In consequence of the demand thus created 
for instruction in the subjects covered by the C. P. A. examinations, 
several schools of accounting have been started which are fairly well 
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attended, and the State University has taken up the question of estab- 
lishing a department of accountancy in Chicago. As the university is 
situated in a small city in the center of the State, it was found impossible 
to reach a large number who would like to take the course, but who 
could not afford the time necessary to go to Urbana and attend the regu- 
lar sessions. It has been proposed that this department be transferred 
to Chicago, and that its sessions be held in the evening, so that persons 
regularly employed during the day may be able to take the evening course. 
The demand for this instruction would undoubtedly be large enough 
to make the course a success, if the university can find a way to waive 
the requirement of a high-school diploma, which is now a requisite to 
matriculation. The members of the Society of Certified Public Account- 
ants are all willing to help the movement, and it is hoped that the uni- 
versity will be able to make a beginning in it this winter. 


Andrew C. Feuss, C. P. A., and Raleigh T. Lilley, C. P. A., were 
among the successful candidates who took the last examination as given 
by the State Board of Examiners of Public Accountants. 

The State Board of Examiners of Public Accountants for the State 
of Maryland are Col. John A. Tompkins, C. P. A., president; C. V. Stark- 
loff, C. P. A., secretary; Clayton C. Hall, C. P. A., and Fred. G. Boyce. 
A larger number than usual are inquiring about the next examination. 

Mr. Wm. F. Rogers, C. P. A., has recently completed an audit of the 
books and accounts of the city of Cumberland, covering several years. 

Mr. Thomas L. Berry, C. P. A., president of the Maryland Associa- 
tion of Certified Public Accountants, will shortly proceed with the regu- 
lar audit of the books and accounts of the State of Maryland. 


Massachusetts. 


The first regular meeting and dinner of the Incorporated Public Ac- 
countants of Massachusetts for the season was held on Thursday, 
October 12; President Frederick C. Tufts in the chair. After routine 
business a most interesting discussion began concerning “good will” 
as an accounting proposition. Concrete experiences of various members 
were cited. The general opinion appeared to be that so far as it is 
practicable to establish a basis for valuing “good will” it should be 
done by capitalizing the average earnings for three or more years at a fair 
percentage, four, five or six per cent. ordinarily, deducting the net assets 
from this capitalization and considering the remainder as the value of 
“good will.” 

The perennial question of “C. P. A.” legislation for Massachusetts 
was also discussed. Those favoring such legislation were invited by 
those opposed to present a bill at a subsequent meeting so that such bill 
might be subjected to whatever criticism the opponents may be able 
to bring up. Although no formal action was taken, other than to refer 
to the report of last year’s committee, it is probable that a draft of a 
C. P. A. bill will be presented at a future meeting. 
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The action of last year’s committee was to the effect that “action 
by this society attempting to obtain legislation establishing C. P. A. exam- 
inations and degrees is inexpedient at this time.” The relation of our 
I. P. A. corporation to the American Association of Public Accountants 
was also discussed at considerable length. 

President Tufts and Mr. Dillon reported upon the spring meeting of 
New York accountants which they attended in that city. They both 
warmly praised the hospitality of their hosts and the ability and character 
of»the accountants present at that meeting. It is the intention of the 
soviety to increase its associate membership largely this season. 

Minnesota. 

The Minnesota Society of Public Accountants was organized a little 
over a year ago, and is composed exclusively of practicing professional 
accountants. Our society was incorporated under the laws of the State 
of Minnesota on August 22, 1904. Our present officers are as fol- 
lows: H. M. Temple, president; Fred. H. Wendell, vice-president; W. B. 
Bend, secretary, and E. K. Wilcox, treasurer. 

During the last session of our legislature the “ University” Account- 
ants’ bill was introduced, but owing to an organized opposition the bill 
failed of passage. However, we hope for much better results with more 
thorough organization and the co-operation of the American Association. 

At a recent meeting of our society a resolution was adopted voting 
for affiliation with the American Association. 


New Jersey. 

The Board of Trustees of the New Jersey State Society of Certified 
Public Accountants, October 10, admitted the following named to mem- 
bership: O. S. Twist, Forbes Dunderdale, James M. Lewis, Thomas J. 
Nugent, Rudolph F. Heiles, and Sherman P. Camp, all certified public 
accountants of the state of New Jersey. 

A general meeting of the state society was held in Newark, October 
10, President Davies in the chair, and nineteen other fellows present. 
A resolution was passed instructing the delegates as to their action to be 
taken at the meeting of the American Association on the 17th: a 
new trustee, Mr. Edward R. Conant, was added to the Board. There was 
considerable discussion on accountancy matters in general and the good of 
the profession. This discussion, boiled down, resulted in the appoint- 
ment of a special committee, consisting of Richard F. Stevens, George 
Forman and Frank G. DuBois, to formulate a plan whereby the business 
community may be instructed and made to see the importance of employ- 
ing from time to time the services of certified public accountants. 

The New Jersey State Board of Public Accountants have thus far 
recommended for commissions to the governor and the commissions have 
been issued to forty-two applicants. These have all been admitted under 
the waiver. We have as yet held no examination for the reason that there 
have been no applicants for examination. Several have expressed their de- 
sire to take the examination in January, 1906. 
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Frank G. DuBois, C. P. A., as a member of the Newark Board of 
Trade “Committee on Municipal Affairs,” has been appointed one of a 
subcommittee to attend common council meetings to report progress of 
affairs, to the end that a full investigation be made as to the 5 per cent. 
of gross earnings ordinance between the city and the Public Service Cor- 
poration. 

The New Jersey Institute has added to its curriculum the study of 
higher accounting under the supervision of Frank Broaker, C. P. A. 


New York. 


The New York State Society of Certified Public Accountants, through 
its counselor, Cleveland F. Bacon, Esq., also through the Committee on 
Legislation of which Mr. E. W. Sells is chairman, has been active in 
endeavoring to have the New York Legislature pass two bills relative 
to certified public accountants of the state of New York. One of 
these proposed bills granted to the certified public accountants of the 
state of New York exemption from jury duty. This bill failed to 
pass. There is a strong feeling among the certified public accountants 
that it is quite as unjust to require a public accountant to set aside 
all his work and at short notice attend to jury duty, as it is to ask 
a physician or a lawyer to do this. Moreover it very frequently happens 
that when the accountant does come to serve as a juror, he is dis- 
qualified from so serving on account of his acquaintance with some of 
those connected with the case. 

The second and more important bill related to the certified public 
accountant being granted the right to claim as “ privileged communica- 
tions” information received by him from his clients. The arguments 
in favor of the necessity of this bill are numerous and strong. Although 
this bill in modified form passed both houses, the Governor refused to 
sign the bill, for the reason, as stated by Mr. Bacon, “ chiefly on the 
ground that the same was too sweeping in its nature and that its results 
would be undesirable through removing a large amount of evidence which 
the courts would find necessary.” It is important to the accountants 
of the state of New York as well as to those of other states that 
they be protected by a “ privileged communication” law. To this end, 
the State Society will renew its efforts. 

At the October meeting of the Society, Mr. Thomas P. Ryan called 
the attention of the members to the recent standard form of statement 
adopted by the New York State Bankers’ Association. Among other 
questions this statement asks: “Have the books been audited by a 
certified public accountant? If so, name and date of audit.” 


Ohio. 
At the annual meeting of the Ohio State Society, held at Columbus 


on June 24, officers and directors were elected for the ensuing year, and 
Messrs. Leon O. Fisher, C. P. A., Guy H. Kennedy and J. S. M. Goodloe 
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were elected as delegates to represent the Ohio Society at the annual 
meeting of the American Association, to be held in New York, October 17. 

Mr. Francis B. James, general counsel for the Ohio State Society of 
Public Accountants, has drafted a C. P. A. bill to be introduced at the next 
meeting of the Ohio Legislature, which convenes in January, 1906. This 
draft will be submitted at the regular quarterly meeting of the Ohio 
Society to be held during October. The bill is based on the statutes 
enacted in other States, but includes a clause limiting the practice of 
accountancy in Ohio to certified public accountants. It provides for the 
waiver of examination and registration of certified accountants from other 
states which may reciprocate with Ohio. 


Pennsylvania. 

In accordance with the practice of previous years monthly meetings 
of the Institute have not been held in Philadelphia during the summer 
months, but active preparations are being made for a series of monthly 
meetings to be held during the fall, winter, and spring. These meetings 
are usually preceded by a light, informal dinner, after which the program 
of the evening is taken up. This program, a series of which are now 
being prepared, usually consists of a paper or address by a member of the 
Institute or occasionally by some one specially invited for that purpose. 
These meetings have been very successful, and it is anticipated that those 
of the coming year will be more so than during the past. 

F. A. Kimball, C. P. A., of Pittsburg, resigned in the month of Au- 
gust as a member of the board of examiners, and J. E. Sterrett, of 
Philadelphia, was appointed to fill the vacancy. 

P. W. Cannon, of Philadelphia, has received a C. P. A. certificate. 
Mr. Cannon was the only applicant who was successful in passing the 
examination. 


Washington. 

The outlook for accountancy in this state is very promising, although 
as yet the volume of business is not large. A distinct preference is being 
evinced by business men for practitioners holding the C. P. A. cer- 
tificate, and this, of course, is very gratifying to those who were in- 
strumental in getting our C. P. A. law passed in 1903. The Washington 
Association of Certified Public Accountants has just had eight of its 
members admitted to membership in the American Association. 


CORRESPONDENTS. 


California: Alfred G. Platt. Minnesota: H. M. Temple and 
Colorado: W. C. Loughbom. W. P. Bend. 

Georgia: Charles H. Highley. New Jersey: Frank G. Dubois. 
Illinois: Seymour Walton. New York: Leon Brummer. 
Maryland: Charles O. Hall. Ohio: J. S. M. Goodloe. 
Massachusetts: Harvey S. Chase. Washington: E. G. Shorrock. 
Missouri: H. T. Westermann. 
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The annual meeting of the American Association of Public Accountants 
was held at the Hotel Astor, Forty-fifth street and Broadway, New York 
City, on Tuesday, October 17, 1905. The meeting was called to order 
by the President, Mr. John R. Loomis, at 11.30 A. M., and after the usual 
roll call the president appointed the following a committee wn credentials: 
R. F. Stevens, New Jersey; R. H. Montgomery, Pennsylvenia: T. P. 
Ryan, New York; J. A. Cooper, Illinois; L. H. Conant, New York. This 
committee examined the credentials of the members at large and socicty 
members, and made the following report: 


The committee on credentials would respectfully report that the creden- 
tials of the following societies have been examined, and they are found 
to have regularly appointed delegates to cast the vote of their member- 
ship entitled to vote: New Jersey, 43 votes; Georgia, 7; Pennsylvania, 35; 
Ohio, 26; Illinois, 45; Massachusetts, 22; Maryland, 21; New York, 1o1; 
Tennessee, 8; Missouri, 12; Washington, 8; Culorads, 14; Minnesota, %4; 
California, 20; Michigan, 9; total, 377 votes. 

Your committee further report that the list of members at large as 
read by the secretary, numbering 106, are each entitled to a vote. In 
view of the fact that this is the first meeting since the new constitution 
was passed your committee have disregarded informalities and have been 

ided by the spirit rather than the letter in making this report. The 
ollowing gentlemen hold proxies from absent members, and are entitled to 
vote: T. Callen Roberts, 34 proxies; A. Lowes Dickinson, 2; Theo. Cocheu, 
2; Peter Ballingall, 2; A. E. Little, 1; F. Lafrentz, 1; J. P. Joplin, 1; L. O. 


Fisher, 1. Sioned) 
1 
~ Ricuarp F, Stevens. 
Tuomas P. Ryan. 
Joun A. Cooper. 
L. H. Conant. 
R. H. Montcomery. 


The minutes of the meeting of January 10, 1905, were read and con- 
firmed, and it was stated in reference thereto that no proceedings had been 
taken with regard to a model C. P. A. bill beyond the appointment of a 
committee. 


Report oF Boarp oF TRUSTEES. 


The president then requested the secretary to read the report of the 
board of trustees as follows: 


In accordance with custom and also in accordance with the by-laws 
which were adopted at the meeting of January 10, 1905, the board of 
trustees present their report. The period of time covered on this occasion 
is nine months only. ; 

As the by-laws were originally agreed to, the fiscal period ended (as 
per article VI., section 4, page 25) October 31, but, inasmuch as the 
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by-laws, article II., section 1, called for two regular meetings, on the 
third Tuesday of February and October in each year, and section 2 (page 
19) ordered the second regular meeting of the year to be the annual 
meeting, the effect would be to have the annual meeting prior to the 
close of the year; the date was accordingly altered in article VI., section 
4 (page 25)» to the first instead of October 31. Members will be asked to 
pass a resolution accepting the alteration, which is agreed to by the various 
societies whose applications for membership (except that of the Society 
of Certified Public Accountants of the State of New Jersey) all take effect 
as from October 1, 1905. The New Jersey society membership dates as 
from February 1, 1905. 

No meeting of the members was called for the month of February, 
as the board of trustees at their first meeting on January 26, 1905, deemed 
it desirable to proceed under the old constitution and by-laws. 

At a meeting in June, however, the whole subject was reconsidered, 
and it was resolved to conduct the business of the association under the 
new constitution and by-laws. At that meeting an executive committee 
was appointed as follows, viz.: Messrs. A. A. Clarke, A. L. Dickinson, 
A. E. Little, and R. F. Stevens, in conjunction with the president, treas- 
urer, and secretary. The executive committee have held two sessions 
at which they approved the incorporation of the Accountancy Publishing 
Company, to conduct an official journal for the profession, and a prospectus 
of this company has been sent to each member of the association with an 
invitation to become a subscriber for the preferred stock. 

Death has visited the ranks of the members and removed from our 
midst Mr. Robert F. Powell, C. P. A., of New York, in February, and 
Mr. James Yalden, C. P. A., of New York, a member of the board of 
trustees, in’ March, 1905. Two fellows and one associate at large were 
admitted in January, 1905. As from February 1, 1905, the Society 
of Certified Public Accountants of the State of New Jersey (who 
were the first to pay dues as society members to the association), and 
in order of date as from the first of October, the following accountant 
bodies joined the association, viz.: The Georgia State Association of Public 
Accountants, the Pennsylvania Institute of Certified Public Accowntants, 
the Ohio State Society of Public Accountants, the Illinois Society of 
Certified Public Accountants, the Incorporated Public Accountants of 
Massachusetts, the Maryland Association of Certified Public Accountants, 
the New York State Society of Certified Public Accountants, the Tennes- 
see Society of Public Accountants Incorporated, the Missouri Society of 
Public Accountants, the Washington Society of Certified Public Ac- 
countants, the Colorado Society of Public Accountants, the Minne- 
sota Society of Public Accountants, the California Society of 
Certified Public Accountants and the Michigan Association of Certi- 
fied Public Accountants. A complete number of the fellows has 
not yet been furnished, but the grand total, including the fellows and 
associates of our own association, will exceed 500. Each of the state 
societies is entitled to representation on the board of trustees by a vice- 
president. The officers of the association will henceforth consist of a 
president, vice-presidents, a secretary and a treasurer, all of whom must 
be fellows of the association. Two auditors are also officers, who may 
be either fellows or associates but not members of the board of trustees. 

The treasurer’s financial statement shows a slight excess of ex- 
penditure over income. The surplus account of $1,727.76 is represented 
by the cash at bank $1,632.76 and arrears of annual dues $105. One mem- 
ber has anticipated his annual certificate fee and paid $10 in advance, which 
is included in the above $1,632.76. 

Your board alludes to this surplus with pleasure. It demonstrates the 
care and economy with which the funds of the association have been ad- 
ministered, and it forms a fund for advancing the association’s wider influ- 


ence in the future. 
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As there must necessarily be some partings, some 
which may be keenly felt under the new condition of things, it is neverthe- 
less hoped that those who will be “ out” will still continue kindly thoughts 
for those who remain, and those who come “in” will endeavor to live wu 
to the traditions of the association, and with harmony and right good wi 
work to advance the interests of the profession during the prosperous 
years that lie before it. On behalf of the board of trustees, 

Respectfully submitted, 
(Signed) J. R. Loomas, 
President. 
The report was ordered to be received and placed on file. 


Report OF TREASURER. 


The vice-president and secretary having no reports the treasurer then 
read his report for the financial period from January 1 to September 30, 
1905, and submitted the statement of income and expenditure for that period 
and of assets and liabilities as on September 30, duly certified by the 
auditors, both of which statements follow: 


To General Expenses: EXPENDITURE. 
Secretary's salary 
Expenses of meetings 
Printing and stationery 
Engrossing certificates 
Advertisements 
Bank charges and sundries 
Treasurer's bond 


To Death of a Member: ; 
Flowers, advertisements and engrossment of resolution 
*To re: ‘ 
School of Commerce, Accounts and Finance 


By Initiation Fees: 
Fellows at large 
Associates at large 


By Annual Certificate Fees: 
111 fellows 
27 associates 


By Society of Certified Public Accountants of the State of New 


ersey: 
37 members to October 1, 1905 
By interest from bank 


Expenditure exceeds income 


* Won by W. Samuel Bryard, of Woodside, L. I. 
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ASSETs. 
Cash in bank at September 30, 1905 
Arrears of annual certificate: 
Fees for 1905— 
13 fellows 
2 associates 


$1.737.76 


Surplus Account at December 31, 1904 $1,728.79 
Add—Dues received which had been written off as 
uncollectible at December 31, 1904 
Deduct—Excess of expenditure over income 


Dues for 1905-1906, paid in advance by a member 


$1,737.76 


New York, September 30, 1905. 
(Signed) FRANKLIN ALLEN, Treasurer. 


Examined and found correct, 


feigned} C. E. LeJeune 


Signed) BrowNEL. McGrsson, Auditors. 


New York, October 6, 1905. 


On motion, duly seconded and carried unanimously, it was resolved 
that the report of the treasurer be accepted and placed on file. 


Report oF Executive COMMITTEE. 


The secretary then submitted the report of the executive committee to 
the board of trustees at their meeting, held immediately before the annual 
meeting of members, as follows: 


The executive committee, consisting of President John R. Loomis, 
Treasurer Franklin Allen, Messrs. Clarke, Little, Dickinson and Stevens, 
and Secretary T. Cullen Roberts, beg to report under by-laws article L., 
section 8 (page 17), as follows: 

After their appointment by the board of trustees on June 22, 1905, 
they held two meetings, viz.: The first on July 6 and the second on 
August te 1905, at both of which a quorum was formed and business 
transacted. 


At the first meeting the following resolution was passed relative to the 
establishment of a journal representing the accountancy profession: 

Resolved, That this meeting of the executive committee of the Ameri- 
can Association of Public Accountants, having considered the draft scheme 
for the organization of a journal of accountancy, submitted with a letter of 
the president of the federation, of April 28, 1905, hereby approves the 
general scheme suggested, and agrees to accept the trust, and to appoint 
and maintain a committee to supervise the journal. 
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_ Further resolved, That the president be requested to nominate a com- 
mittee to act in conjunction with the federation in completing the de- 
tails of the scheme. 

Further resolved, That when the corporation is formed the president 
be authorized to appoint a journal committee with full power to vote the 
stock of the association. 


The committee appointed to meet the federation committee was as 
follows, viz.: Treasurer Allen (chairman), Mr. A. E. Little and Secretary 
T. Cullen. Roberts. 

At the second meeting of the executive committee on August 10, 1905, 
the wage ms reported the meeting of the committee with committee 
of the federation on Tuesday, July 11, 1905, when a resolution was 
passed approving of the incorporation of the Accountancy Publishing 
Company, and the members of the committee, conjointly with the members 
of the federation committee, had signed an application for a charter. 

This charter was granted in due course and a prospectus was mailed 
to each member of the association, with an invitation to subscribe for the 
preferred stock. 

At the meeting on duly 6, 1905, the receipt of the resolution passed by 
the New York State iety of Certified Public Accountants on June 12, 
1905, to become a member of the association as from October 1 next, was 
reported. 

At the meeting on August 10, 1905, there was reported the receipt of 
applications to join the association by the Tennessee Society of Public 
Accountants and the Missouri Society of Public Accountants. The latter 
society also made application to the association for a contribution toward 
the cost of the attempt to secure C. P. A. legislation. Up to the date of 
that meeting it was reported that accountant societies from the under- 
mentioned states had applied for membership, viz.: New Jersey, Georgia, 
Pennsylvania, Ohio, Illinois, Massachusetts, Maryland, New York, Ten- 
nessee and Missouri. 

The receipt of a fidelity bond by Treasurer Allen with the American 
Surety Co. for the sum of $2,000 was reported. 

The following gentlemen, namely, Messrs. Dickinson (chairman), Allen, 
Little and Sells, were — a committee with power to make the 
necessary arrangements for the annual meeting of the association, said 
power to include an examination of credentials of delegates, methods of 
voting, and other matters incidental to the election of officers, etc. The 
committee were also empowered to make arrangements for the dinner 
and for inviting thereto such agen as might appear desirable in the inter- 
ests of the profession, on the occasion of the amalgamation with the 
association of public accountants’ bodies in the United States. 

It was reported that an invitation had been extended to the president 
of the association to attend the twenty-fifth anniversary of the Association 
of Accountants in Montreal on September 22, 1905. The executive com- 
mittee resolved that the invitation be accepted, and a recommendation 
be made to the board of trustees that the expense of the president as rep- 
resenting the association in attending said meeting be defrayed by the 
association. 

On behalf of the executive committee, 


Respectfully submitted, 


(Signed) J. R. Loomts, 
President. 


There being no reports from any of the remaining committees, Mr. J. 
A. Cooper was requested to submit to the meeting a report of the action 
taken by the legislative committee of the Federation of Societies of Public 
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Accountants during the past year (Appendix A). The report was ac- 
cepted. and a hearty vote of thanks unanimously accorded to Mr. Cooper 
fei the preparation of the report, which was ordered to be referred to 
the board of trustees to take such action as they may think fit. 


ELECTION OF OFFICERS AND TRUSTEES. 


There being no further general business the meeting proceeded to the 
election of officers and trustees for the ensuing year. 

For the office of president, Mr. J. R. Loomis was nominated by Mr. 
S. D. Patterson, on behalf of the delegates of the New York State Society. 
Mr. Patterson’s nominating address follows: 


Mr. President and Gentlemen: My chairman, Mr. Sells, has re- 
quested me to present for your consideration the choice of the New York 
State Society of Certified Public Accountants for the position of Presi- 
dent of the American Association of Public Accountants. 

Permit me to state that the desire of the Society of whom I am 
one of the delegates is entirely for the good of the American Association 
of Public Accountants and the elevation of the standard of the Profession 
of Accountancy. We realize the importance of any action we may take 
to-day, and the necessity of electing the right man to fill this high 
office. I assure you that the name we are about to present to you has 
been selected after careful consideration, that we have looked over the 
situation from every point of view and have had in mind only who 
best can serve. It is difficult to define a man in the fullest sense. The 
gentleman you elect must have the highest qualification; for, “ tho’ theories 
of light may spring up and wither, the light from his soul s on 
warming and shining.” We must have a man of experience, of breadth, 
of sincerity and of strong intellectuality; one whose life in business and 
out of business can stand the search-light of his critics, entitling him 
at least to their respect. With such a man to lead us, I predict an 
era of progress for our profession, such as it has not as yet experienced, 
bringing, under his wise management, to the American Association of 
Public Accountants increased respect and confidence of the business world 
and for himself the gratitude of every member. 


Such a man we believe we have selected in the person of Mr. John 
R. Loomis, whom the New York State Society of Certified Accountants 
have the honor of presenting as their choice for President. 


The nomination was supported by Mr. R. F. Stevens on behalf of the 
State of New Jersey, and by Mr. J. S. M. Goodloe, of Ohio, on behalf of 
the other Society Members. There being no other nominations, the secre- 
tary was directed to cast one ballot in favor of Mr. J. R. Loomis, who was 
declared duly elected president of the association for the ensuing year. 

The meeting then proceeded to the election of secretary. Mr. A. 
Lowes Dickinson was nominated by Mr. J. E. Sterrett on behalf of the 
delegates of the state societies other than New York and New Jersey, 
and was supported by Mr. E. T. Suffern on behalf of the delegates of the 
New York State Society. Mr. T. Cullen Roberts was nominated by Mr. 
W. Sanders Davies on behalf of the delegates of the New Jersey Society, 
and supported by Mr. Alfred Rose. 

The president appointed Messrs. Montgomery (Pa.), MacInnes (mem- 
ber at large) and Du Bois (N. J.) tellers, and the voting proceeded by 
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ballot. The total vote cast by societies was 377, and by fellows at large 
73, making a total of 450: 


In favor of Mr. Dickinson 
In favor of Mr. Roberts 


Mr. A. L. Dickinson was declared duly elected secretary of the association 
for the ensuing year, and was escorted to his seat. 

On motion, duly proposed, seconded, and carried unanimously, it was 
resolved that Messrs. W. Sanders Davies (N. J.), R. F. Stevens (N. J.) 
and R. H. Montgomery (Pa.) be appointed a committee to draft suitable 
resolutions expressing the esteem in which the retiring secretary, Mr. T. 
Cullen Roberts, was held by the members. 

The meeting then proceeded to the election of treasurer, and Mr. 
Franklin Allen (member at large) was nominated by Mr. Frank Broaker 
(member at large), supported by Mr. F. G. Du Bois (N. J.). Mr. Guy H. 
Kennedy (Ohio) was nominated by Mr. J. P. Joplin (Ill.) 

The same tellers were appointed and the election proceeded by ballot. 
The tellers declared the result as follows: Total ballots cast, 450, as 


above— 
In favor of Mr. Kennedy 


In favor of Mr. Allen 


Mr. Guy H. Kennedy was declared duly elected treasurer of the association 
for the ensuing year, and was escorted to his seat. 

The meeting then proceeded to the election of two auditors and Mr. 
C. C. Roberts (member at large) was proposed by Mr. T. Cullen Roberts, 
Mr. C. E. Le Jeune (N. J.) by Mr. W. Sanders Davies, and Mr. C. O. 
Hall (Md.) by Mr. C. L. Hehl. 

The election proceeded, and the result was declared as follows: 


Total votes cast by societies 
Total votes cast by members at large 


Or for two auditors: 
In favor of Mr. 
In favor of Mr. 
In favor of Mr. Le Jeune 


Mr. C. C. Roberts and Mr. C. O. Hall were declared duly elected audi- 
tors of the association for the ensuing year. 

The meeting then proceeded to the election of nine trustees, and it 
was unanimously resolved that the duration of office of the nine who 
might be elected should be settled by the board of trustees by lot. The 
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following were nominated: Mr. E. W. Sells, New York; Mr. Franklin 
Allen, member at large; Mr. R. F. Stevens, New Jersey; Mr. Harvey S. 
Chase, Massachusetts; Mr. J. A. Cooper, Illinois; Mr. R. H. Mont- 
gomery, Pennsylvania; Mr. Lester Herrick, California; Mr. H. T. Wes- 
termann, Missouri; Mr. C. L. Hehl, Maryland; Mr. Duncan MaclInnes, 
member at large; Mr. Frank Broaker, member at large; Mr. F. W. 
Lafrentz, member at large; Mr. L. H. Conant, New York. Messrs. 
W. Sanders Davies, J. E. Sterrett and F. G. Du Bois were appointed 
tellers, and the election proceeded with the following result: Mr. E. W. 
Sells, 447; Mr. R. F. Stevens, 447; Mr. Franklin Allen, 438; Mr. J. A. 
Cooper, 393; Mr. R. H. Montgomery, 393; Mr. Harvey S. Chase, 378; 
Mr. Lester Herrick, 273; Mr. H. T. Westermann, 273; Mr. C. L. Hehl, 
244; Mr. Duncan MacInnes, 179; Mr. Frank Broaker, 175; Mr. F. W. 
Lafrentz, 163; Mr. L. H. Conant, 44. The first nine were declared duly 
elected trustees. 

Mr. Goodloe (Ohio) proposed that the annual meeting c~ the third 
Tuesday of October, 1906, be held at Columbus, Ohio, and c“+red a cor- 
dial invitation on behalf of the members of the Ohio society to all the 
members of the association to attend such meeting. In apport of the 
invitation the following telegram was read from Mr. R. H. Jeffrey, 
Mayor of Columbus: 


“Mr. President and Gentlemen: On behalf of the City of Columbus, 
Ohio, I beg to extend to your honorable body a hearty invitation to hold 
your next annual meeting in this city. We extend this invitation with 
full knowledge that you will find in this city every facility to promote the 
welfare of your association and the assurance that its members will be 
royally welcomed.” 


and that from Mr. John Y. Basiell, secretary of board of trade, Columbus, 
as follows (addressed to Mr. Goodloe): 


“You are authorized to extend a most cordial invitation to the Ameri- 
can Association of Public Accountants to make Columbus, Ohio, their 
next annual meeting place. The best facilities for convention are prof- 
fered and a warm welcome assured.” 


Mr. Goodloe’s motion was seconded by Mr. R. F. Stevens (N. J.), 
and supported by Mr. T. P. Ryan on behalf of the New York State 
Society, and was carried unanimously by a rising vote. 

It was proposed by Mr. E. T. Suffern (N. Y.), seconded by Mr. L. 
H. Conant (N. Y.), and carried unanimously, that a hearty vote of thanks 
be given to the mayor of Columbus and to Mr. Basiell for the kind welcome 
offered by them to the American Association and its members on the 
occasion of the next annual meeting. 

On motion of Mr. E. T. Suffern (N. Y.), seconded by Mr. L. H. 
Conant (N. Y.) it was unanimously resolved that this association in meet- 
ing assembled send to Mr. George Wilkinson (N. Y. and Ill.) a message 
expressing regret at his absence and its esteem and best wishes for him. 

The offer of the Illinois Society of Certified Public Accountants to 
donate to the American Association of Public Accountants 800 shares 
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of common stock of the Accountancy Publishing Company, fully paid and 
non-assessable, on condition that the American Association will appoint 
a committee to supervise THE JouRNAL, was then considered, and after 
some discussion, on the motion of Mr. R. F. Stevens (N. J.), seconded by 
Mr. L. H. Conant (N. Y.), it was resolved that the whole matter be 
referred to the board of trustees with power to act. 

On motion of Mr. R. F. Stevens (N. J.), seconded by Mr. R. H. 
Montgomery (Pa.), it was resolved that the date “the first day of 
Cctober” in section 4 of article VI. of the by-laws be approved and 
adopted. 

On motion of Mr. Duncan MacInnes (member at large), seconded 
by Mr. F. C. Dubois (N. Y.), it was unanimously resolved that a hearty 
vote of thanks be given to the retiring board of trustees for their ser- 
vices to the association during the past nine months. 

The meeting closed with a vote of thanks to the president. 


Federation of Societies of Public Accountants in the 
United States of Amenia. 


Report of the Legislative Committee, October 17, 1905. 


The executive board at the last annual meeting in October, 1904, placed 
in the hands of this committee matters relating to state C. P. A. legis- 
lation. In pursuance thereof, this committee has, during the past year, 
held correspondence with the state societies of Missouri, Minnesota, In- 
diana, Utah, and Florida, tendering the services of this committee in any 
appropriate way that would advance the interests of the societies in secur- 
ing the statute from their respective legislatures. 

The general trend of this correspondence was toward simplifying the 
draft of the proposed bills and eliminating therefrom subjects that might 
well be considered at any future time. We refer particularly to the 
matter of “privileged communications” and so forth; in other words, 
to make the bills as simply direct as possible within the lines of the two 
forms now in general use, which may be designated as the “ State Board” 
form and the “ University” form. 

We are advised by the society of Florida that their bill was passed in 
May last. 

The society of Missouri favored your committee with a report upon 
their efforts, but we are sorry to say that, from internal conflicting mo- 
tives, antagonistic to the university of Missouri, the bill was rejected. 

The societies of Minnesota, Indiana and Utah have yet to be heard 
from. 

Your committee takes this opportunity of impresing on applicants to 
legislatures for the C. P. A. statute, that their knowledge of experience 
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gained by other societies in contact with legislative bodies, would mate- 
rially assist in the method of procedure and means of accomplishing their 
purpose. 

Your committee also have much pleasure in reporting success after a 
good many trials in the formation of a society of public accountants 
in the State of Wisconsin. This society has determined upon an early 
effort to approach their legislature. 

Your committee was also instructed to consider the question of a 
“tariff of fees,” and while no definite action has been taken by us 
upon this subject, we learn that the Illinois Society have a committee 
formed for the same purpose, which has formulated a tariff upon which 
definite action is to be taken at their next quarterly meeting. 

Your committee respectfully suggests that further consideration of 
this subject should be transferred, as unfinished business, to the American 
Association of Public Accountants. 


Respectfully submitted, 


Joun A. Coopsr, 
Chairman. 


Eighteenth Anniversary Banquet 


On Tuesday evening, October 17, the delegates to the annual meet- 
ing of the American Association dined together at the Hotel Astor. The 
following guests were present: Hon. Paul Morton, Mr. Jacob H. Schiff, 
Hon. Edward M. Grout, Hon. Eugene A. Philbin, Mr. John R. Van Wormer, 
Mr. Cleveland F. Bacon, Mr. W. Harmon Black, Dr. James T. Young, 
of the University of Pennsylvania; Dr. William H. Maxwell, Mr. William 
E. Andrews, Mr. John Hyde, C. A., past-president of the Dominion Asso- 
ciation of Chartered Accountants; Mr. John W. Ross, C. A., past-president 
of the Montreal Association of Accountants; Dr. John P. Munn, Mr. 
Melville E. Stone. 

The occasion was most enjoyable. The postprandial portion was 
under the clever guidance of Mr. Franklin Allen. President Loomis, in- 
troducing Toastmaster Allen, said: 

“This occasion celebrates the culmination of what is perhaps the 
most important movement ever inaugurated in the interest of the profes- 
sion of public accountancy in this country—the fusion of the several 
state societies constituting the Federation of Societies of Public Account- 
ants with the American Association of Public Accountants. The Ameri- 
can Association of Public Accountants stands at this time as the grand 
national body, representing practically all public accountants throughout 
the United States. Its object is the elevation of the profession and the 
spreading of a knowledge and recognition of the utility and necessity for 
the public accountant in the industrial and financial development of our 
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country. It is an organization that every society can stand by and that 
every individual member can work for. The hopes and plans of the past 
are now measurably realized, and upon a basis of absolute harmony and 
good feeling. We surely have abundant cause for rejoicing—the promise 
for the future is most encouraging.” 

Toastmaster Allen, after briefly reviewing the progress of accountancy 
as a profesion and the work of educational institutions in its behalf, called 
on Mr. Frank Broaker, C. P. A., to deliver “A Salutation on behalf 
of the American Association.” Mr. Broaker responded as follows: 


Salutation by Mr. Frank Broaker. 


Mr. Broaker: The societies of public accountants in the various states 
now have equal recognition, and the imperial powers of general govern- 
ment, by them confered upon the American Association of Public Account- 
ants, shall be, under the new constitution and by-laws, for the good of all; 
and, therefore, each member will be an individual partaker in the future 
advancement of the profession of accountancy. Government, like every 
prudent act, is founded on compromise and barter, which should not 
stand too close on the borders ween usurpation and discretion, for 
justice and equity cannot honestly be set aside. 

This federation of societies and members of the accountancy pro- 
fession represents their act, by themselves, and for the benefit of all under 
an administration conducted their selected and elected representatives, 
as officers and trustees. To court personal popularity is to invite danger 
from envious attacks, and to realize that “wisdom begins at the end.” 
While the thought of the practical mind is for itself, the philosophical 
thought is for all. The building up of the Association by individual 
support of its members will assure a more lasting benefit, respect for the 
profession. 

Mathematics is subtle; natural philosophy, deep; moral, grave; logic 
and rhetoric, able to contend. Reading, makes a wise man; conference, 
a ready man; writing, an exact man. Accounting is properly defined by 
Locke as “a science of reason and common sense,” which comprehends 
all and is the keystone of a professional existence. 

Leading representatives of the financial and business world, members 
of the bar, educators, and legislators by their endorsement, have aided 
the various state societies of public accountants in accomplishing the enact- 
ment of suitable laws which now re ize and regulate the profession, 
and by their presence to-night again offer assurance, support and esteem, 
the memory of which shall be the incentive for honest efforts that will 
in the future command the respect and confidence of the courts, national, 
state and city governments and the business community. The aim has 
been for fair government and the encouragement of progression, distin- 
guished by a stern insistence on integrity, honor, and morality, and the 
association should never be written out of — by itself. 

The foundation of unification is now completed, and to-day there has 
been marked an epoch in United States history. When there is a will, 
wisdom always finds a way. Moderation, that silken string running 
through the chain of all virtues, has at last produced an everlasting 
cement, Friendship, the sweet’ner of life and solder of society, that has 
brought all public accountants together for mutual benefit. With due 
reverence to a historical background and — thanks to all who par- 
ticipated in its accomplishment, let a resolution be written upon the first 
page: One for all and all for one, and salute that one, the American Asso- 
ciation of Public Accountants. 
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The Hon. Paul Morton responded to the toast: “ The President of 
the United States.” 


Response of Mr. Morton. 


Mr. Morton :—Mr. President, Mr. Toastmaster, gentlemen, coming, as 
I do, from the land of the Louisiana Purchase (laughter), it is a great 
pleasure for me to arise this evening to respond to the toasts of our 
Ne gt Mg our President. We have the greatest enthusiasm for 
both. e take off our hats to the Country, and we doff our hats with 
great alacrity to Theodore Roosevelt (applause). We are in doubt for 
which we have the most pride, our Country or our President (applause). 
Theodore Roosevelt has as much love of country as George Washington; 
he has as much foresight as Thomas Jefferson, and he has the same 
amount of courage as Andrew Jackson. His opposition to slavery of all 
kinds was not excelled by Lincoln, and to-day, while he is accused by 
many as being a man of war, he stands pre-eminently among the rulers of 
the world as a man of peace phion ronal 


This is a great country in which we live. It is blessed in many ways. 
We have most wonderful resources; we have probably the greatest amount 
of raw material of any country in existence; we have a great people; 
they are strenuous, they love to work, they have ingenuity, and it seems to 
me _ their ambitions are as high as those of any other people in the 
wor 


We are at the present time in the midst of great prosperity. Never 
before did our people own so much and owe so little. Never before were 
our railroads in the physical condition to ca the volume of traffic, and 
never before did they have the volume of traffic in sight to carry. Never 
before did our laborers have as much work on hand or as much income 
ahead of them. And yet I doubt if we appreciate our blessings. We have 
great reason to rejoice. With a brilliant prospect for our commerce, with 
a most wonderful demand for all of our products, with an ever steadily 
increasing wealth per capita, and with a man in the White House who 
recognizes the rights of the humblest citizen of the land, and at the same 
time who is not hostile to the rights of property, it seems to me that we 
a a to ask anything more in the way of national prosperity (ap- 
plause). 

To me, Theodore Roosevelt fulfills the American ideal. Born as 
he was among you of the East, educated as he was in one of your very best 
colleges, he has embodied the Western spirit and adopted the Western 
manner, and has taken unto himself the mission of irrigation and other 
matters which the West holds very dear to its heart, to such an extent 
that they have accepted him for what he has shown himself to be, and 
every day the great West thanks God that there is such a man at the 
head of this government. 


He has been charged with being a man of war, and he is. He is 
ready to make war at any time on wrong, on corruption, on evil, and he 
does it with fearlessness. But as I have said before, to-day he stands 
foremost among all the men of this earth as a emaker, and our 
international affairs could not be in safer hands. He will never insult a 
foreign power, and every foreign power knows that he will be quick to 
resent an insult to us. He knows what other nations are entitled to, and 
he is ready to concede it. He believes in the United States minding its 
own business, except in great emergencies, when its offices may be utilized 
to the benefit of all the world. 


Notwithstanding some men of finance to the contrary, the President 
is not at war with capital. He thinks that the man in the locomotive 
who shovels in coal at one end of the train is entitled to the benefits of the 
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same law that the magnate riding on the other end of the train is, and so 
do I, and so does every good American citizen (great applause). 

That is what makes this country glorious. He does not believe in 
the good man who is a coward any more than he does in the man who will 
not work and do his share in this world. He believes in publicity. His 
own life is an open book. He stands for nothing that is false and 
everything that is true. He does, I am sure, most thoroughly sympathize 
with and approve of the profession of the public accountant ( ro ed 
a. And I believe I am voicing his sentiments when F ce that 
if he had his way he would insist that every great corporation of this 
country might be investigated or audited at least once a year by public 
and independent auditors—(applause)—so that investors might be kept 
posted and protected, directors informed, and employees led not into 
temptation Coopeeeee). I am one of those who believe that the evils from 
not having publicity are greater than the evils of publicity (applause). 
I believe more trouble and greater cost have been brought about to the 
corporations of this country by wild and reckless competition of parties 
who started into business for the purpose of selling out to them, because 
of profits that they thought were very much larger than they really were, 
and that the trouble and the cost of that greatly exceeds any cost that 
publicity would bring about. Publicity is sure to come and sure to stay 
in this country, and a time is near at hand when doctored bookkeeping 
= = treated in the same vigorous way that other malpractice is (ap- 
plause). 

I know of no man with a better fund of general information or 
with a better knowledge of history than Theodore Roosevelt. I know 
of no man who is more anxious to receive or more desirous of following 
good advice. I know of no man who is in every sense more patriotic 
with a better knowledge of history than Theodore Roosevelt. I know 
of no man who puts truth higher or falsehood lower. I know of no man 
who fears war less or loves peace more. I know of no man who has done 
more, in my opinion, to bring about a keener realizing sense of dangers 
that have threatened our great corporations, our financial institutions and 
our republican form of government, more than Theodore Roosevelt, and 
as an American citizen I glory in the country and I glory in our President 
(applause). 


To the toast “ The City of New York,” an eloquent response was made 
by the Hon. Edward M. Grout, in which he said: 


I believe thoroughly in your profession. I believe I have more certi- 
fied public accountants upon the pay roll of my department than are 
to be found in any other department of the city, and I believe that no 
other men on the pay roll of the city have performed better work 
than they have. (Applause.) I intended very large things in this 
direction when I went into office four years ago. I have performed in 
a vicarious manner, through the certified public accountants, little of 
what I expected to do because the field is great and the difficulties are 
great, but we have, at last in that department, produced a new form 
of the accounts of the city in the annual report of the Comptroller—the 
credit of which is due to two of your members, Messrs. apman and 
MacInnes, or, to put it as I should also, Messrs. MacInnes and Chapman, 
for I want to put them upon a parity (applause)—more than it is due to 
anyone else, and I had hopes four years ago that it might be extended 
to other departments of the city. However, that has not been possible. 
I believe in your profession. It is not, as many people believe, the mere 
system of recording what is past. It is a system by which the errors 
and the misdirections and the inaccuracies of the past are analyzed and 
are made a guide for future action. 
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Response of Mr. Dickinson. 


To the toast “ Accountancy,” Mr. A. Lowes Dickinson responded, as 
follows: 


Mr. Dickinson: Mr. President, guests and members of the American 
Association, the toast to which I am called upon to respond is that of 
our common profession, to celebrate the national birth of which we are met 
here to-night (applause). We have had a long and useful existence as 
an association of eighteen years, and during that period much work has 
been done and much has been accomplished by many who are still with 
us,and by others who have passed away and are with us only in pleasant 
and grateful memory. Our aims through all these years have been 
national, and have been handed down from one board of trustees to an- 
other, each in succession adding something to the structure it received, 
but never in our history have we so nearly achieved the true national idea 
as on this occasion. At our business meetings to-day and at our social 
celebration to-night we have with us for the first time, taking part in 
our proceedings and sharing in our rejoicings, fellow members from 
every state in the Union in which our profession is known; and our 
organization is established on such a broad and yet so restricted a 
basis that every man who is fitted by training and experience to practice 
as a public accountant, and no others, can obtain admission to our ranks. 
Among similar societies in other countries we are junior to the chartered 
trustees in Scotland, England and Canada, but with the exception of the 
Transvaal (where the profession is recognized and given exclusive 
privileges by an act of the legislature passed in 1894), there is no society 
—— — us in the broad national basis on which we now stand (ap- 
plause). 

Our celebration to-day is the starting point of a new life for us as a 
body, but much still remains to be done, and it would be well for us to 
consider what our aims and objects should be and how we should work 
them out. But this is neither the time or place to discuss or even to 
suggest such subjects, particularly as our pleasure to-night lies in hearing 
from our guests rather than from ourselves. I would, however, close 
my response to this toast by a brief reference to the ideals we should 
all have before us, which may be best expressed by the words Integrity 
and Thoroughness. Our emblem, the evenly balanced scale, is before us 
all to-night. Let us bear it ever in view in our work, and let our motto 
be “ Absolute impartiality, whatever the consequences ”—adherence to the 
right under all conditions and at all times, even if, as may happen, it 
seems to mean loss of clients or loss of business. Such loss can only be 
temporary, and for one client lost there will be many gained. Let none of 
us ever put his name to a certificate or to a report which is not in his 
belief honestly correct and based on such a thorough and honest in- 
vestigation as is to be expected from a man trained in financial and com- 
mercial affairs, and particularly in the accounts relating thereto. Every 
man who adheres to these principles is doing his full share in building 
up not only his own fortunes, but those of the rofession ; while neglect 
thereof must do incalculable harm. Striving after such ideals, may we 
each one of us feel when we lay down our work that we have done some- 
thing for the future to repay the debt we owe to the past, and that our 
great profession is still growing in increasing usefulness to the world 


at large (applause). 


Response of Mr. Philbin. 


“Law” was the subject of a humorous and thoughtful response 
by the Hon. Eugene A. Philbin, who said in part: 
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In this great country to-day what we need is not so much the 
observance of the law as the interest, the moral character, the moral 
standing that can only be obtained by an appreciation of the responsibili- 
ties cast upon us and the discharge of our civic as well as our domestic 
duties. Now, with regard to the state of New York, I want to say 
this: That we claim the credit here in this state of having been the 
first commonwealth to institute the degree of C. P. A. (Cries of Hear! 
Hear!) and we recognize to-day the value and importance of your 
profession. Only recently, last June, we had occasion to appoint on 
behalf of the Board of Regents two members of the Examining Board 
before whom every accountant who aspires to the degree of C. P. A. must 
appear, and we selected two men who stand the very highest in the 
city, Mr. Teele and Mr. Cook. (Applause.) So with a full appreciation, 
so far as the state is concerned, and so far as the Board of Regents 
is concerned as representing the state, we are maintaining a high stand- 
ard, and I look to the time, gentlemen, when it will be impossible for 
any man to practice your profession without holding the degree _of 
C. P.A. in this state. The importance of your profession, as affecting 
every mercantile interest, as affecting every phase of legal controversy, 
cannot be overestimated. We of the law, while we are always zealous 
in trying to maintain—and we like to claim the credit—the highest stand- 
ard of ethics, we feel that it is almost impossible to dispose of the 
merchant’s affairs, to adjust them in a satisfactory way, unless we 
have your expert skill to assist us. So that while your profession 
is so much younger than ours, we recognize that it is very little our 
junior in importance. (Applause.) 

Now, with regard to the law, which is the topic prescribed for nie 
to-night, I might say that I was not notified, as your chairman has 
stated, until about noon that I was to have the privilege of addressing 
you upon that subject. I immediately asked two of the young men in 
my office to look up the digest and to find some interesting things on 
questions of law affecting accountancy. They reported to me that 
there was absolutely nothing that they could find. I said to them, 
“ Well, just look through the cases and see if you cannot find something 
which commends the importance of the profession of accountancy,” and 
I said, “If you cannot find anything complimentary, find something 
nasty.” (Laughter) “ But they reported to me that they were unable 
to find anything, which confirms the experience which I am sure Mr. 
Grout, whom we have so gladly welcomed back to our profession, 
has had, and that is, you gentlemen make law. In many instances we 
have found in our experience as lawyers that questions have arisen 
in commercial matters which were not susceptible to adjustment ac- 
cording to the ordinary rules of law. It is then we have found that 
some able accountant has advanced a theory and that that theory has 
afterward been confirmed by the court and then added to our great 
body of common law. So that in the profession of the law we are 
indebted to you for the laws that you have created and for the laws 
that you have made and which have solved many of our difficulties. 

We feel, therefore, that in the importance that your profession has 
gained in the last few years it has been of material advantage to us. 
We feel we are very closely allied to you and we cannot overestimate 
your value to-day. And above all things, it is a common experience 
of every lawyer who has had much to do with your profession that 
there is always one thing that he can rely upon, and that is fearless 
integrity. (Applause.) We are also indebted to you for many theories 
which have been advanced for us. We all know that you have enabled 
us, by considering good-will as a valuable asset, to incorporate a cor- 
poration with a fully paid-up capital where its assets would not otherwise 
warrant it. (Laughter and applause.) It is due to you that we are 
able to credit three-quarters of the capital to good-will. In these vari- 
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ous good ways, gentlemen, in our dealings with great corporate questions, ‘ 
and with merchants in the ordin hases of life, we have to come back 

to you, and therefore, I am in sympathy with the feeling in this 
state that some day or other there may be, as I said before, no man 
allowed to practice your profession without receiving a C. P. A. certificate. { 


Response of Mr. Schiff. 





















“ Finance” was responded to by Mr. Jacob H. Schiff, as follows: 


_ Mr. ScuirF: When my friend, Mr. Dickinson, the chairman of the 
dinner committee, was good enough to invite me on your behalf, to take 
in your gathering to-night, it gave me much satisfaction, for I appre- 
ciate the opportunity to meet so large a number of the members of a 
profession for whom I have ever had the most sincere regard and 
profound esteem. Indeed, the two aides which have become indispensable 
in the success of the banker, the corporation manager, and the man of 
large affairs, are the lawyer and the accountant. It is almost impossible 
to obtain a correct judgment of any undertaking without the assistance 
of the expert accountant. I am willing to admit that the success and 
reputation of my own house have in no small degree been furthered by the 
guidance it has received in many instances from the men of your profes- 
sion in the consideration of the large and important business proposi- 
tions which are being brought before it. It is a fact that the advice 
thus obtained has led to the rejection of a considerably larger number of 
propositions than have been found acceptable, greatly to the safeguard- 
ing of our good name and reputation. 

It happens at times, I believe, that public accountants are led to place 
too favorable an aspect upon the oll of an investigation with which 
they become intrusted, under the mistaken idea that they are expected 
to present facts in such manner that propositions under consideration 
must be made feasible of being carried into effect. This, you will agree, 
is entirely wrong, and, while I know such happenings to be the exception, 
they should be entirely avoided. I speak of this here because, now that 
you have formed this strong association, the best service you can render 
to the business community consists in the exclusion from your ranks 
of all whose methods shall not find in every way your own approval; 
in fact, your organization should become to your profession what the 
Bar Association is to the legal fraternity—a power for the establishment 
and maintenance of the highest professional standard. 

I find somewhat of a life insurance atmosphere prevailing here, and 
perhaps it is in place that I say something on the situation which at the 
time is agitating the entire country, especially the people of the City of 
New York. 

We are at this time passing through a period, which, while it is bring- 
ing forth some unsatisfactory disclosures, cannot but lead to a moral up- 
lifting and regeneration in many ways. The unprecedented development 
and success of corporate interests have in some instances led executive 
officers to forget that a corporation cannot be administered like a pri- 
vate concern, and that executive officers owe accountability to those from 
whom they derive their powers. With notable exceptions, directors of 

eat corporations have been thoughtless and too trustful and in the 
Toes of recent developments, the lesson need be learned that acceptance 
of corporate directorship brings definite duties and responsibilities at 
least of a moral character, which need be actively looked after and cour- 
ageously discharged; it is just in this connection that the services of 
your profession might with much advantage be called mure frequently 
into requisition. 
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The present situation—with the lasting and wholesome effect it will 
without doubt exercise—has, however, much that must be discouraging 
to men of self-respect. The very men, directors of great insurance com- 
panies, who, in face of a peculiar system and conditions have at least 
made the endeavor to direct, have come in for particular criticism, not 
only for not discovering shortcomings of executive officers, but alike for 
the legitimate conduct of their own affairs. Calm judgment and delib- 
eration are somewhat in danger of en agi , and it is indeed high time 
that the conservative public press rather sok to allay excitement than 
to stimulate it, as has become a habit. The most valuable asset of a com- 
munity is the good name and reputation of its citizens, and it is a serious 
state of affairs when reputations come to be considered solely as to their 
value for the number of head lines and amount of copy they will furnish 
to the sensational newspaper. 

Nothing, however, so powerfully makes for truth as figures—at least 
in financial affairs—true figures as sought out and properly marshalled by 
the expert accountant. Even if figures are cold, you men of figures are 
warm-hearted creators of confidence, and furnishing, as you do, the very 
basis for successful legitimate enterprise. So do I wish success to your 
profession and prosperity to your association. I thank you (applause). 


Other toasts were “ Education,” to which Dr. James T. Young re- 
sponded; and “ Fraternization,” response being made by Mr. John R. 
Van Wormer. 

The following letter from the Hon. Grover Cleveland was read 
by Mr. Dickinson: 


Princeton, N. J., October 14, 1905. 


My Dear Sir:— 

I have received your invitation to attend a dinner to be given by 
the American Association of Public Accountants on the 17th inst., to 
celebrate the recent amalgamation of the Accountant Societies, resulting 
in its becoming a national body. 

My experience and observation has led me to look upon such an 
organization as this as one extremely useful, not only to the business 
section of our ple, but also to all those who are interested in having 
the accounts of large enterprises receive such care and attention as to 
guarantee the safety of investment; and it seems to me that the greater 
the growth of this comparatively new organization the better it will 
be for all our people. 

I am obliged, however, on account of other engagements, to decline 
your invitation to meet the Association in its contemplated celebration. 


Very truly yours, 


Grover CLEVELAND. 
A. Lowes DIcKINsON, 
New York City. 


Letters were also read from Mr. Isaac N. Seligman, Mr. Francis W. 
Pixley, of London, England; and Mr. James Martin, Secretary of the 
English Society of Accountants and Auditors; also a resolution of “ hearty 
greetings ” from the Dominion Association of Chartered Accountants. 

Mr. W. Saunders Davies, in a brief and appropriate address, expressed 
the thanks of the members of the Association to the numerous guests who 
were present, and their appreciation of the interesting addresses delivered. 
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